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THE RETAIL DEPARTMENT STORE 
AND THE NRA 


By KENNETH DAMERON 


operate under the NRA codes in 
such a manner as to effectuate 


Los the retail department store 


} economic recovery and serve as a retail 


Soey send 


distributive institution? Retail de- 


) partment stores are governed by the 
© provisions of retail codes, service codes 


for agreements, and a number of “‘bor- 


der-line”’ or small production codes. 


| In addition, department stores must 


make changes in their activities due to 
provisions of manufacturers’ codes. 
In an attempt to develop possible 


| answers to the above question a study 
') was made of three metropolitan stores, 


—" 


3 
a 


| three suburban stores operating as 
» branches of a metropolitan store, and a 
Snumber of 
)stores located in cities of the 10,000- 
| 25,000 size; and an analysis was made 


small and medium-sized 


of the readjustments to the provisions 


fof the NRA in this group of depart- 


ment stores.! 


1 aw ° . . ° ° 
Any generalizations or conclusions made in this 


study are based on the figures of the stores analyzed. 
They may or may not apply to retail department 


tores in general. Furthermore, any summarizing 


statements involving the economics of recovery refer 
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I. The Large Department Store and 


Retail Codes? 


As a preface to store adjustments 
created by the wage and hour provisions 
of the retail codes, it is necessary to 
examine sales volume and sales trans- 
actions. During NRA hearings it was 
clear that NRA was thinking of recov- 
ery in terms of 1929. In terms of 1929, 
dollar volume had declined more than 
50% in 1933. However, 1934 showed 
an increaseof more than 12% over 1933. 
As compared with 1929, the number 
of sales transactions declined but 20% 





solely to the experiences of the stores in question and 
to the attitude of the executives of these stores. 

2 The changes noted in the three large department 
stores are fairly uniform. Unless otherwise noted, the 
figures in this section are those of the largest and most 
stable of these stores. The comparative figures for 
the three years under consideration are based on 
totals at the end of the first ten months of each year. 
This plan is followed because this study was completed 
in November, 1934. The General Retail Code be- 
came effective November 1, 1933. Figures for the 
first ten months of this operative year reflect the 
effect of the President’s Reemployment Agreement 
and the immediate changes following the approval of 
the Retail Code. 
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in 1933 and 18% in 1934. The year 
1934 represents a gain of 2.6% over 
1933. Thus, the activities of the selling 
organization were not diminished in 
proportion to sales. The amount of 
average sale for 1929 was slightly over 
$4; for 1933, over $2.25; and for 1934, 
$2.50. 


Adjustments in Selling Personnel 


Although sales volume by days may 
show marked variation, the number of 
people entering and leaving the store 
by days of the week remains fairly 
uniform. ‘The number of people enter- 
ing and leaving the store Saturday, 
the busiest day of the week, was only 
3% greater than the number entering 
and leaving the store on Tuesday, the 
slowest day of the week. The large 
retail store must, therefore, be manned 
to serve these prospective customers. 
Favorable to an adjustment of selling 
personnel is the fact that between 
12 o’clock noon and 2:30 P.M. is the 
peak of the day as far as number of 
prospective customers is concerned. 
The number of customers entering and 
leaving the store increases beginning 
at 10:30 in the morning and starts 
tapering off at 3:15 in the afternoon. 
This count, taken before NRA, sug- 
gests possibilities in the adjustment of 
selling personnel. 

Prior to the application of the Retail 
Code, selling employees worked slightly 
in excess of 46 hours per week. How- 
ever, there was frequent overtime and 
there were numerous peak seasons. 
When the Code went into effect it 
seemed apparent that a five-day week 
was, for the time, out of the question. 
A staggered hour plan, based on the 
forty-hour work week, was therefore 
adopted, dividing the selling force into 
two groups: (1) those reporting at 
g:00 A.M. and working until 4:25 P.M.., 


with a forty-five minute luncheon 
period; and (2) those reporting z 
10:05 A.M. and working until 5: 
P.M., with a forty-five minute luncheo, 
period. Thus, each employee worke; 
six six-hour and forty-minute days pe; 
week. Under this plan it is possibj. 
to have the maximum number of sales. 
people available during the busy houp 
of the day without adding to the force 
except for those required to man th: 
sections in the early morning hours and 
after 4:25 P.M. 

Despite the adjustment outlined 
above, there are many difficulties and 
problems. ‘These result, for the mos 
part, from the fact that retailing js 
distinctly different from productios 
and that staggered schedules do not nec. 
essarily serve the customer or the store. 

The following problems and diff. 
culties are most significant: 


(1) It is difficult to accomplish the neces. 
sary stock and other non-selling work 
performed by salespeople. 

(2) The problem of making the proper 
division by section for the early, or 
9:00 A.M., employees, and the late, 
or 10:05 A.M., employees is occi- 
sioned because sections are always 
busier in the late afternoon hour 
than in the early morning hours, and 
because there is no uniformity in the 
different sections in this regard. 

(3) Inasmuch as sales possibilities vary 
between early and late shifts, it s 
necessary to rotate employees from 
one shift to the other. 

(4) Employees reporting early are re 
quired many times to close thei 
books and leave for the day whil 
there are still many customers 11 
the store. 

(5) It is difficult to hold section meeting! 
with salespeople because of tht 
staggered hours. This means thi 
the section manager’s work \ 
doubled by the necessity of holding 
two meetings. At times this same 
situation makes it impossible to givt 
important information to salespeoplt. 
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(6) It is contended by department store 
executives that the Retail Code has 
been detrimental to the morale of the 
employees because it causes them to 
be clock-watchers. 


NRA was insistent that hours of 
work be consecutive. It is held that 
this makes it difficult to take care of the 
special tasks which are necessary from 
time to time, and also to take care of 
business during the busiest hours of the 
day. Prior to the Code, employees 
would come back at night or would 
work certain peak periods, thus enabling 
the store to accomplish peak tasks. 
\lany of these after-store-hour events, 
such as movement of stock in prepara- 
tion for special sales events, require the 
entire section. Under the consecutive 
hour provision of the Code, the store 
is deprived of experienced people for 
certain parts of the day. 

Retail Department Store Training.— 
The problem of training employees is 
more difficult as a result of the staggered 
hours. It is also more important be- 
cause of the necessity of increasing the 
employees’ productivity for the rela- 
tively short work period. ‘Two trends 
with reference to store training are 
noted: 

(1) A greater emphasis on store systems 
in order to reduce the number of 
errors—errors under codes are more 
costly; 

2) The renewed importance of mer- 


chandising, product analysis, and 
similar selling problems. 


As a result of staggered hours the 
educational program has become decen- 
tralized, with more and more small 
group meetings. ‘Today, the bulk of 
store training is conducted on a depart- 
mental basis. 

Most training meetings are held on 
the store’s time. Prior to the Code, 
they were held on the employee’s time. 
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This causes the educational depart- 
ments to sell the idea of training anew 
to the buyers who are reluctant to send 
people to training sessions during store 
hours. 


Adjustments of Non-selling Personnel 


The wage and hour provisions of 
the Retail Code necessitated marked 
changes in practically all non-selling 
divisions. These divisions include 
Adjustments, Telephone Service, Ele- 
vators, Inspection, Merchandise Col- 
lectors, Packing, Exchange, Shipping, 
Mail, Delivery, Marking, etc. The 
operating problems of these divisions 
are not identical. Problems of these 
divisions are reviewed because of their 
bearing on consumer relations with 
stores and because of their contribution 
to the flow of goods to consumers. 

Prior to the Code, employees in the 
Adjusting Bureau worked 46% hours 
per week. With the forty-hour week, 
a set of two shifts with staggered hours 
was introduced. The Code also neces- 
sitated the addition of 75 full-time em- 
ployees. The large department store 
states that service has been hampered 
in the Adjusting Bureau. Many spe- 
cial and urgent complaints arise after 
the original handler of a complaint has 
completed his day’s work. 

Increases in number of employees 
were necessary in the following non- 
selling divisions: Telephone, Eleva- 
tor, Merchandise-Collectors, Checkers, 
Shipping, and Mail. Wage increases 
rather than additions of employees 
were necessary in Parcel Delivery. 

The Inspection Division could not 
afford to add enough employees to 
man all inspection desks during regular 
hours and this has resulted in a curtail- 
ment of the inspection service. 

The Packing Division always made 
extensive use of extra employees. The 
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effect of the Code has been to increase 
the number of people used, but to 
decrease the length of time worked by 
any one individual. 

Because of low wages in the Exchange 
Divisions the Retail Code called for 
marked payroll increases. Practically 
no additional employees were added, 
and a staggered hours plan was in- 
augurated. This results in a quantity 
of work unfinished at the close of each 
day and retards the routine activities. 
With the shortened work day, sections 
packages and Shopping Bureau exchange 
items do not receive full attention. 

The Retail Code was reported to 
have no effect on the Receiving, Special 
Services, Locker Room, and Watchmen 
divisions. 

Engineers, plumbers, steam-fitters, 
electricians, and others must do much 
of their work outside of regular store 
hours. Because of the skill and experi- 
ence required, extras cannot be used, and 
overtime expense and additional full- 
time employees become serious burdens. 

Granted the burden of increased 
expenses, the analysis of non-selling 
personnel adjustments suggests that 
operating efficiency and service to 
consumers may be impaired. 

Alterations.—The cost of alterations 
on men’s and women’s garments has 
been increased by approximately 10%. 
The stores analyzed have been unable 
to pass this increase on to consumers. 
It is possible that one effect of this 
increase may be the adoption of con- 
sumer charges for alterations in the 
men’s clothing division and a readjust- 
ment in the present manner of han- 
dling alterations on women’s garments. 
This is a matter of store policy which 
may be modified by codes. 

Garage and Delivery Operations.—To 
the large retail organization the effect 
of codes on garage and delivery opera- 
tions is most significant. It is held by 


store executives that the cost of delivery 
may become so great as to restrict the 
use of this service. Under present 
conditions of consumer demand, store 
customers would be _ inconvenienced 
as a result of any restriction in delivery 
service. 

When the Retail Code went into 
effect it was necessary to increase the 
number of full-time garage employees 
by slightly over 20%. A number of 
extras were added to take care of split 
runs. After the Code had been in 
effect eight or nine months, it was 
found that because of increased cost a 
number of runs had to be discontinued. 
In the meantime, the numberof pieces to 
be delivered increased by nearly 10%. 

Machine Displacement.—It is pos- 
sible that the restrictive provisions 
of the Retail Code affecting non- 
selling personnel may stimulate the 
use of mechanical labor-saving devices 
and equipment. For example, to avoid 
the high costs of the Code one large 
store which enjoyed a big business in 
leather goods, toilet sets, and other 
articles which were stamped with the 
name of the purchaser, installed a 
linotype machine. By setting type by 
machine instead of by hand one em- 
ployee did the same work more rapidly 
and more efficiently than three em- 
ployees had done. There is a marked 
trend toward the use of labor-saving 
machines for office work with the result 
that typists are geared to productionout- 
put on a standard performance basis. 


Employee and Payroll Analysis 


In the largest retail organization 
studied, it was necessary to raise the 
wages of 1,772 employees—thus affect- 
ing at least 20% of those regularly 
employed. Of this number, over 775 
were engaged in selling, 136 were in 
workrooms, nearly 670 were in clerical 
work, accounting, etc., and the re 
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mainder were in tea rooms, miscellane- 
us non-selling and porters’ work. 
These wage increases ranged from 50 
cents a week to $9 per week. Over 
1.200 employees of the 1,772 received 
wage increases of from 50 cents to $2 
oer week; only 108 received wage 
increases in excess of $4. Some 350 
employees received increases of 50 
cents a week, and over 160 received 
increases of $1 per week. ‘Total wage 
increases were in excess of $3,800 per 
week, over $1,200 of which was added to 
the selling payroll. The annual wage- 
increase burden amounts to slightly 
over $200,000. 

As compared with 1929, the total 
payroll showea a decrease in excess of 
37%. This, however, marks a gain of 
17% over 1933. The selling payroll 
did not show as great an increase as 
the non-selling payroll. 

More significant observations are 
made with respect to the part- 
time payroll. In 1933 this payroll was 
7% greater than in 1929. However, 
through 1934, adjustments were made 
which brought it back to the 1929 
level. One gains the impression that 
the 1933 situation was an attempt to 
make a quick adjustment to New Deal 
conditions pending a more careful 
nalysis on the part of management. 
uring the three years analyzed, 
the part-time selling payroll remained 
relatively stable; whereas the part- 
time non-selling payroll shot up- 
wards in 1933, only to drop to the 
1929 level in 1934. One must keep 
in mind that the above statements 
deal with payroll and not number 
i employees. 

[In 1929, the percentage of part-time 
to full-time employees was 8.2, in 1933 
it Was 13.5, and in 1934, 12.2. In 1933 
the number of part-time employees 
was 20.8% greater than in 1929. In 
1934 the number of part-time employ- 
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ees showed an increase of 2% over 1933 
and an increase of 23.2% over 1929.: 
In 1933 the number of full-time em- 
ployees decreased 26.1% under 1929. 
In 1934 the number of full-time em- 
ployees showed an increase of 10.2% 
over 1933 and a decrease of 18.5% 
under 1929. 

The greater use of part-time em- 
ployees was evident prior to NRA; 
hence the Retail Code cannot be 
named as the cause for the more exten- 
sive use of part-time employees. How- 
ever, it is suggested that reemployment 
in NRA terms has been retarded due to 
the effective handling of full-time and 
part-time employees. 

Average earnings among full-time 
employees, both selling and non-selling, 
show a decline in 1933 as compared 
with 1929, and a uniform but slight 
increase in 1934 as compared with 1933. 
As applied to part-time selling em- 
ployees, there is a continual decrease 


Payro_t AS A PERCENTAGE OF SALES 
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11929] 1933|1934 














Full-time selling employees...... | 3-9] 5.0] §.1 
Full-time non-selling employees. .| 9.610.6|11.3 
Total full-time payroll....... /13.5/15.6)16.6 

| 
Part-time selling employees. .... | O. , oe 0.6 
Part-time non-selling employees.| 0.1] 0.3] 0.3 
Potal part-time payroll...... -|0.45) K . 0.9 





in average earnings in 1929 through 
1934, although just the opposite prevails 
among the average earnings of part- 
time non-selling employees. Average 
earnings by months for the periods 
studied do not show any marked varia- 
tion when applied to total full-time 
payroll. There is, of course, a slight 
lag in June and a moderate increase 
in September and October. ‘The total 
part-time payroll shows greater varia- 
tion as to average earnings per month. 
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Personnel and Payroll Adjustments: 
Summary 


The chief point noted in the above 
discussions is that the Retail Code has 
created an unwieldy and uneconomic 
selling organization. From the con- 
sumer viewpoint, it occasions many 
disturbances, such as failure to find the 
salesperson who generally waits upon 
you, or the failure to follow up on some 
problem incident to a purchase, or when 
the salesperson is forced to leave at a 
certain hour before routing the sales 
check for delivery purposes. Irritated 
and annoyed customers leave the store. 
Frequently, they go to another store 
to buy, and quite often they do not 
make the purchase at all or withhold 
buying for some time. 

In general, the figures dealing with 
the burden incurred by payroll in- 
creases and the addition of numbers of 
employees suggest that management 
has developed ingenious devices to cope 
with the code situation and that these 
devices have not contributed in a 
material way to recovery when meas- 
ured in terms of reemployment and 
increased payrolls. 


Retail Code Price Provisions 


The stop-loss provision of the General 
Retail Code has had no noticeable 
effect on the merchandising activities 
of the large department store. It had 
never been the policy of the stores 
studied to cut prices on books; ¢.g., 
the Booksellers’ Supplement to the 
Retail Code had no effect on these 
departments. 

One of the large department stores 
under consideration offers strenuous 
objection to the “wholesale dozen lot 
price” provision of the Retail Drug 


Supplement to the Retail Code. It 
was the practice of this store to mer- 
chandise many nationally advertised 


drug and toilet goods items ag los; 
leaders. When the wholesale dozep 
lot provision became applicable, sale; 
fell off by some 20%, and in the case of 
toothpaste and soap the drop in sales 
was in excess of 25%. For the time 
being, profits in this department have 
increased. The following tabulation 
shows the changes on some item; 
necessitated by this provision of the 
Retail Drug Supplement. 
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In the case of Listerine, Bayer’s 
Aspirin, and Palmolive Soap, the manv- 
facturers have lowered the list price 
which has the same effect as the quan- 
tity discount. Soap manufacturers are 
alleged to be putting out their product 
without the brand name, in order to 
circumvent the Code, thus making it 
possible to sell it at a lower price. 


Advertising and Selling 


The large department stores which 
form the basis of this section report 
that the trade practice sections of the 
Retail Code which deal with adver- 
tising and selling have had no effect 
on their practices or policies. These 
stores report that they are unusually 
careful in their statements made 10 
advertising. However, it is significant 
that these stores note improvements in 
advertising among competing stores 
which were noted for their questionable 
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statements before the day of the Retail 
Code. 


II. Borderline Codes and the Retail 
Department Store 


There are a number of specialized 
codes referred to in this section as 
“borderline”? codes. These codes are 
so designated because the fields which 
they cover have generally been a 
feature of department store merchan- 
dising. In this category are codes 
dealing with resilient floor coverings, 
custom tailoring, custom fur, lamp 
mounting and repairs, china and glass 
repairs, hat finishing, and similar activi- 
ties. Should department stores be gov- 
erned by these codes, it would be 
dificult for them to operate. Hence 
many department stores have refused 
to be governed by these “nuisance”’ 
r “borderline” codes. Exception to 
this general recommendation should be 
made in the case of those specialized 
trades where highly organized labor 
isprevalent. It might be more difficult 
to combat this labor movement than 
to acquiesce to their codes. 

It should be noted that many of the 
specialized groups sponsoring a code 
are not representative either as to the 
numberof units in business or as tonum- 
ber of sales. For the most part, they 
represent a transition in our economic 
system from a custom or handicraft 
stage to a large-scale operation stage. 

A master skeleton code similar in 
essence to the President’s Reemploy- 
ment Agreement has been proposed 
from time to time to NRA. Should 
this proposal be accepted some diffi- 
culties arising from the application of 
these codes would be minimized. 


III. The Small and Medium-sized 
Department Store under the Retail Code 


This section is based on an analysis 
f eleven stores located in Ohio, Illinois, 
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South Dakota, and Indiana. These 
stores are located in towns with a 
population ranging from 10,000 to 
23,000. Sales in these individual stores 
in 1933 ranged from $63,000 to $204,- 
000. In three of the cities members of 
the store organization are members of 
the local retail code authority, and in 
one of these cities the store has an 
officer on the local retail code authority. 
With the exception of stores in four cities 
which operate on a 63-hour store work- 
week, the remainder operate on a 5§2-, 
55-, 56-, and 57-hour per week basis. 
Accordingly, work-week hours for the 
selling organization are 44 and 48. 
Most of these stores employ over 30 
full-time workers; the range in number 
of full-time workers is from 14 to §0. 
As compared with 1929, sales in these 
individual stores had declined from 
25% to over 50% by 1933. As com- 
pared with 1933, sales in 1934 had 


increased from 6% to over 35%. Asa 
group, these stores showed an 18% 


increase in sales of 1934 over 1933. 
This figure represents about 63 % of the 
1929 sales volume. 

It is difficult to state just how much 
of the 1933 and 1934 increases and 
decreases in sales, as compared with 
1929, is chargeable to the New Deal. 
It is possible that the pumping of relief 
money into certain areas has accounted 
for increase in sales. 


Personnel Adjustments 


Numerous plans are in use to adjust 
employee work hours to store hours. 


This is readjustment rather than reem- 


ployment. Practically all of these plans 
are variations of the staggered hour 
system. In one store employees are 
requested to take two forenoons off 
each week; in another, each employee 
takes a day off; and in the remaining 
stores, employees work in staggered 
hour shifts. 
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All stores report that the handling of 
employees under the Retail Code is 
uneconomic and unsound. They con- 
tend that most of their salespeople have 
a customer following and that the 
staggered hour plan prevents them from 
securing maximum sales possibilities. 
These stores argue that store hours 
and employee work hours should be 
identical. 


Number of Employees and Payroll 
Adjustments 


As compared with 1929, the payroll 
for 1933 had decreased 11% and the 
1934 payroll, in comparison with 1929, 
had increased 1.4%. An analysis of 
the payroll with reference to full-time 
employee payroll, full-time selling, 
full-time non-selling, and a_ similar 
breakdown of part-time payroll, will 
indicate to some degree the nature of 
the adjustments made under codes. 

Using 1929 as the base, the full-time 
employee payroll had decreased 13.3% 
in 1933 and 2.5% in 1934. However, 
1934 represents a gain of 12.5% over 
1933. During the same period the 
total part-time payroll showed great 
increases. In 1933, it had increased 
80% and by 1934 it had increased over 
150% over 1929. 

The full-time selling employee pay- 
roll had decreased 24% in 1933 and 
13% in 1934. ‘This represents an in- 
crease in 1934 of over 14% over 1933. 
In the meantime, the part-time selling 
employee payroll had been on the in- 
crease—87 % in 1933 and 137% in 1934. 

The full-time non-selling employee 
payroll increased during the three-year 
period under consideration and by 1934 
it was 19% greater than in 1929. The 


part-time non-selling employee payroll 
was marked by greater increases. In 
1933 the part-time payroll was twice 
as large as that of 1929, and in 1934 it 
was four times as large. 


There was a 


greater utilization of part-time em. 
ployees in the non-selling field, which 
seems most flexible. 

The above generalizations indicate 
a decrease in full-time selling and ap 
increase in full-time non-selling em. 
ployees. The number of part-time 
employees increased in both fields 
during the period, with greatest in. 
creases in the non-selling division. 

In analyzing detailed figures by 
months a marked gain in employment js 
noted in October, 1933. However, as 
stores began to study the problem of 
adjustment no further gain is noted, 
and several concerns reported marked 
decreases in employment parallel with 
increases in sales. 

Payroll, as a percentage of sales, 
does not show marked variation during 
the three-year period. In five stores, 
payroll as a percentage of sales was 
lower in both 1933 and 1934 when con- 
pared with 1929. Seven stores showed 
a lower percentage in 1934 as compared 
with 1933. Individual store increases 
in payroll as a percentage of sales 
were, in all except one case, slight. 
Most stores reported payroll as a 
percentage of sales to be 17% or 18%. 

Average monthly earnings of full- 
time salespeople in 1929 ranged from $55 
to $100; in 1933, from $53 to $76; and 
in 1934 from $53 to $74. When ap- 
plied to the individual store, average 
monthly earnings for full-time selling 
employees do not vary greatly. 


Code Compliance 


In connection with the survey of ten 
small and medium-sized department 
stores located in ten different cities it 
was possible to obtain some picture of 
code compliance. 

Labor Complaints.—Several stores of 
their competitors had failed to comply 
with the labor provisions in the follow- 
ing respects: (1) failure to pay minimum 
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wage: (2) working employees more than 
maximum hours; (3) part of wages paid 
‘. merchandise. In every instance 
these difficulties were adjusted locally. 
It was the opinion of about half of the 
sores that the wage and hour pro- 
visions could be enforced. 

Trade Practices—There had been 
several trade practices complaints deal- 
‘ng with false advertising, loss leaders, 

if These complaints were 
also handled locally. It was the gen- 
eral opinion that trade practice provi- 
sions of the Retail Code could not be 
These opinions and those 
dealing with labor complaints were 
based on definite experiences under 
the Code. 

Assessments.—It was the contention 
f the largest stores that small stores 
were not paying assessments and that 
the burden of assessments was falling 
most heavily on the large store. As 
late as October, 1934, over half of the 
tores surveyed reported that no code 


and free goods. 


enfe rced. 


' assessments had been collected in their 


community. One store in a fairly 
eood-sized town had never heard of 
assessments. If this information is 
correct, the larger stores are carrying 
the assessment burden, and the local 
retail code authorities in these smaller 
cities are ineffective. 


Changing the Retail Code 


Stores were asked to make concrete 
suggestions for changing or improving 
the Retail Code. Their suggestions 
may be summarized as follows: 


(1) Bring store hours and employee 
work hours closer together. 

(2) Eliminate trade practice provisions. 

3) Strengthen administrative provi- 
sions so as to enforce the Code. 


In making these suggestions a num- 
ber of stores urged that the Federal 
Government or the National Retail 
Code Authority make a check on the 
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economic and social effects of the 


Retail Code.? 


IV. Manufacturers’ Codes and the Retail 
Department Store 


Department stores, both large and 
small, were unanimous in their opposi- 
tion to manufacturers’ codes. Practi- 
cally every aspect of the retailer’s 
relations with his resources seems to be 
adversely affected by manufacturers’ 
codes. ‘Terms, discounts, delivery, re- 
turns, adjustments, labels, advertising 
allowances, and other practices seem 
to have been upset by manufacturers’ 
codes. 

In addition to the higher prices and 
greater difficulties imposed by these 
code provisions, there are also increased 
difficulties and costs of enforcement. 
There is probably not a single code 
today that does not have its problem 
of bootlegging. Perhaps enforcement 
is not impossible, but it is clear that 
to secure adequate enforcement will 
require a police and legal system many 
times more expensive than that now 
in force. One of the outstanding ob- 
servations gained in this survey was the 
prevalence of bootleg merchandising. 
Manufacturers are violating their own 
codes with certain retailers and en- 
forcing them with others. This makes 
compliance discriminatory. 

Although both large and small stores 
protest manufacturers’ code provisions, 
the effects of these provisions do not 
fall with equal weight on all classes of 
retailers. ‘The largest stores are more 
sensitive to price provisions, and the 
smaller stores to returns, deliveries, 
cancellations, and similar provisions. 
Information showing effects of manu- 
facturers’ codes on retailing was 
received from practically every depart- 


* The Retail Code provides for such an analysis in 
the provision calling for a National Retail Trade 
Economics Board. However, NRA has thus far 


prevented this Board from functioning effectively. 
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ment in the store. Manufacturers’ 
codes dealing with supplies were also 
included. The following cases are 
illustrative. 

Because of provisions in the medium- 
and low-priced jewelry code, depart- 
ment stores are unable to secure 
quantity discounts in accordance with 
volume. They are unable to have 
defective merchandise repaired without 
additional charge or to receive any 
special terms and discounts. In silver 
flatware there is ordinarily a consider- 
able fill-in business. However, retail- 
ers are now penalized for small orders 
of this character. In table glassware 
the retailer can no longer secure adver- 
tising allowances. In lamps and shades 
it is practically impossible to return 
merchandise, and there is an extra 
charge for small shipments. In Amer- 
ican earthenware, dinnerware-matching 
orders of three dozen or less have 
doubled in price. 

Discounts in womens’ ready-to-wear 
are between 2% and 3% less than 
before the Code. This is a real loss to 
large stores. ‘The cancellation privilege 
makes it possible for the manufacturer 
to oversell his product and not be 
compelled to deliver on the agreed 
date. This provision has created no 
end of manufacturer-retailer difficulties. 
Incidentally, this is one field in which 
bootleg selling is popular. 

The handbag code has lowered dis- 
counts, discontinued advertising coop- 
eration, curtailed returns, and restricted 
profitable shipping arrangements. 

In store departments dealing with 
stationery, engraving, printing, and 
writing supplies, objection is centered 
against reduction of discounts and 
datings, elimination of return and 
exchange privileges, advertising cooper- 
ation, elimination of free samples, 


elimination of adjustments, etc. In 
the stationery lines, retailers note an 


increase in activities of canvasser 
In view of the stores’ inability to secure 
samples and of the price restrictions 
door-to-door sellers have the retaile;; 
at a disadvantage. 

Other departments reporting diff. 
culties with manufacturers’ codes jp. 
clude those handling artificial flower 
and feathers, millinery, men’s clothing, 
furniture, bedding, drugs and toiletries, 
carpets and rugs, toys, gloves, corsets, 
underwear, stoves, hosiery, and leathe; 
goods. 

The retailing of drugs and toilet 
goods is complicated by the manufac 
turers’ codes. It is now difficult to 
make deals with manufacturers and to 
secure advertising allowances and spe- 
cial salespeople. Demonstrators repre- 
senting manufacturers have to be 
identified in accordance with the name 
of the product they represent. ‘This, in 
the opinion of retailers, does more 
harm than good. 


V.. Conclusion: Store Management 
Outwits Recovery 


From the statements and _ figures 
given in this article, it seems that 
retail department store management 
has outwitted recovery in terms of the 
Retail Code. Little, if any, reemploy- 
ment has been effected, and many o! 
the stores interviewed would be quite 
willing to scrap the trade practice pro 
visions of the Retail Code. 

Store management has been unable, 
however, to outwit the burden o 
manufacturers’ codes and “‘ borderline” 
codes. According to retailers, these 
are real impediments to the recovery 
program. Many: stores are ignoring 
the “borderline” codes. The manu- 
facturers’ codes are a problem because 
of their trade practice provisions and 
their lack of enforcement. This lack 
of enforcement is vicious because ! 
makes compliance discriminatory. 
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URING the summer and early 

fall of 1933 numerous groups 

of wholesalers presented pro- 
posed codes to the NRA. These pro- 
nosals brought the persons in charge 
of that phase of the New Deal face to 
face with a series of problems which 
had probably not been envisioned when 
the developments under the Recovery 
Act were first planned. Certainly the 
manner in which these problems were 
handled gives no evidence either of 
any very intelligent understanding of 
them or of any great amount of thought 
expended upon their solution on the 
part of those then charged with making 
ultimate decisions in the NRA. 

The most baffling and confusing 
of these problems arise from the exten- 
sive and almost universal over-lapping 
of competition which exists in the 
field of wholesale distribution. To 
quote one who was involved for a time 
in the preparation of wholesaling codes,! 
“Very few types of goods move from 
production to consumption in hermet- 
ically sealed compartments.” Most 
articles are sold at wholesale and at 
retail by numerous types and groups 
{ distributors. 













Types of Over-lapping 





l'his intercompetition is of five types. 

Manufacturers selling direct to 
users compete with 
various groups of wholesale and retail 






retailers or to 







‘Kenneth Dameron, sometime Deputy Adminis- 
t, Distributing Section, Fourth Division. 












THE PROBLEM OF OVER-LAPPING IN THE 
CODIFICATION OF PRACTICES IN THE 
WHOLESALE TRADES 


By R. §. ALEXANDER 


distributors 
to the same customers. 


selling the same goods 
The following 
table indicates the extent of this over- 
lapping in the distribution of certain 
types of goods in 1929.? 














TaBie I. Percentace or Totat Sates Mape 
| Th rough! Through; To Re- 
Article | Whole- | Branch | tailers 
ok salers | Houses | Direct 
| 
Butter... 39.6 22.5 22.8 
Sugar 53.3 26.1 12.1 
Cotton goods ‘ 53-5 8.7 5.0 
Embroidery ; | 50.6 | 2.4 20.7 
Hats and caps 34.0 a5 $7.3 
Millinery. 2 dai 24.2 1.7 69.4 
Wallpaper oe 67.2 32.4 
Druggists’ preparations 33.0 i 18.3 
Ink, writing 56.0 ee 37.5 
Paints and varnishes 22.7 14.1 18.4 
Patent or proprietary medi- 
cines 4 69.3 6.8 13.3 
Soap 45.5 32.8 13.6 
Boots and shoes 21.8 25.4 44.8 
Pottery. 42.5 14.8 23.8 
Plumbers’ supplies wen 61.9 23.1 6.0 
wary : 41.3 3-5 37.1 
adio receiving sets : 80.2 5.3 6.8 
Radio tubes. 55.9 31.8 3.7 
Sporting and athletic nee 45.0 26.8 21.0 
Stationery 38.3 | ‘ -| 39.0 
Toys ‘ ; 49.9 2.8 38.5 
Cigars 65.5 20.0 12.7 
Cigarettes F OS a See 0.4 
Knit goods 52.5 4.1 34.1 
Woolens and worsteds 20.5 15.9 4.4 
Silk and rayons 30.8 29.2 | cis 
All products 30.7 16.9 19.6 
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2. Many groups of wholesalers whose 
sales are mainly to retailers for resale 
also sell to industrial, commercial and 
institutional buyers for use. They 
make many of these sales in com- 
petition with firms which specialize in 
selling certain goods to such buyers. 
The Census gives no indication of 
the extent of this inter-competition. 


2In so far as possible the products listed here are 
those handled by wholesale groups which either ap- 
plied for codes or now operate under approved codes. 


The figures are from the Census of Distribution. 
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Most groups of wholesalers, however, 
sell such articles as wrapping paper 
and twine to the same retail customers 
to whom they sell goods for resale. 
These products are also sold by paper 
jobbers while a small group specializes 
in wholesaling cordage and _ twine. 
Many hardware wholesalers sell indus- 
trial supplies, building supplies, plumb- 
ing supplies as well as sheet metal 
and certain semi-finished iron and 
steel products. Each of these groups 
of articles is sold by distributors who 
specialize in purveying them to indus- 
trial users. 

3. Each of the two general types of 
buyers described in (1) and (2) above 
are also canvassed by various func- 
tional groups such as brokers, com- 
mission merchants and manufacturers’ 
agents, as well as by wholesalers or 
industrial distributors proper. The fol- 
lowing table shows the extent to which 
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tributors, since a portion of their 
volume is sold to wholesalers and 
other title-taking distributors. The 
Census gives no indication of the 
proportion of their sales which are 
made in competition with merchant 
concerns. Undoubtedly such competi- 
tion exists, however, and in many 
cases to such an extent as to be of 
considerable importance. 

4. Some wholesale distributors con- 
centrate on the handling of a few 
products or lines of products. Thus 
certain houses specialize in radio, others 
in sporting goods, etc. Other groups 
such as the hardware, dry goods, drug 
and stationery jobbers, all handle a 
very extensive and varied line of 
merchandise. ‘This results in a situa- 
tion of inextricable complexity. ‘Table 
III shows the percentage of the total 
sales of several types of products 
which were made through the differ- 


Taste I].—PercentaGe or Various ArticLes Sop THrouGH SELLING AGENTS, 
MaANnuFAcTuRERS’ AGENTS, BROKERS, etc.* 


ETE ETO OT PO el toe 

Sugar...... Pe EC eT re Ore re 69.9 
SE Cee ee ee > 45-7 
EE PO CE Ee TET RCTS 2.0 
CE CREE PTT eT Oe ee 5.9 
re ere rr en rer 7.3 
MN foo 5 35 aces chen ei waecn ceed Cawek 

Druggists’ preparations.................... 2.9 
I iso cthrw a dincpanixe ee or abl en ein 3.0 
PE PRION cick acdadewe ase «nieces 4.2 
Patent and proprietary medicines........... *.2 
EE LE SRA eee 15.9 
NR A hs cate ae eae nace avers 11.0 
Needles, pins, hooks, eyes.................- 23.0 
eA ee? Serer see e re ae eb 
Boots and shoes Mi aaa e ee ska 2.9 
SORE ee are ere ee 17.0 
EEO ETT ET Er, 
ORE eiric Pal tags iesa. 3.0 & <nan # RSE Nk a es 
 CRREIE BOEE Fos ics tender aka ewes 5.0 


* Census of Distribution, 1920. 


er CRDGR, « 6ns 596 sie nes aden ee 20.3 
Sporting and athletic goods................ 8.8 
eee, MOORE EC CRETE ee a 
Mg s snes co eadne ss Ok ep kde ces 9.9 
EEL TOLER TEC EET eae 5.8 
ee TOTO EOTT CC yr rT 

Tools (not including machine tools)......... 14.7 
PMNS MO GORE, 6 6s os ovine se tgagamemeeeee 16.5 
EPOUG, TIS, OIE. ooo ccc cnn ccadecbe wasnt 26.4 
Gremes 606 tAOW. ois ics i050 n8td iawen eens 26.5 
nT yr 14.8 
Cordage and twine................-.+++-+ 18.6 
ee erat reer rere se. 24.5 
Woolens and worsteds................e00+: 30.8 
00 RE ks owe dev ih ans stoaeerees 13.2 
Cleaning and polishing preparations......... 19.2 
ge ETE Pee re er 16.2 
ee errr ty rr 12.8 
ee eer ror rr 12.8 
Silk and rayon manufacturers...........--- 19.3 


The products listed here are, so far as possible, among those handled by groups of whole- 


salers which either applied for codes or are now operating under approved codes. 


non-title-taking wholesale distributors 
handle certain items. 

These figures somewhat over-em- 
phasize the importance of such dis- 








ent trades which participated in their 
distribution. 

This table makes apparent the extent 
of over-lapping among wholesale trades 
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certain lines. Table IV shows the 
nercentage of total sales of certain 
roducts by all wholesalers proper 
which are made by certain groups 
of such wholesalers. 






Tase III. 
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wholesale hardware houses. So far 
as could be determined, 46.5% of 
these items were handled by hardware 
houses only. Table V_ shows the 
percentages of the total number of 


DISTRIBUTION OF CERTAIN TypEs OF Goops BY TRADES HANDLING THEM 
(1929 CrENsus)* 
Percentage of Goods Below Sold by Each Trade 
























































| | 
. | Radio Confec- 
Sporting Electric | Sets, | Cigars, tionery, Luggage, 
rade Goods Appli- | Parte, Ac- | Cigarettes, Soft Saddles, 
| ances, él. | oc cories Tobacco Drinks ete. 
| 

Amusements and sporting goods} 55.4 | . a 1.0 Trace Trace 7 
Se, ee ee Se ere 1.0 | a 5.0 Trace 3.2 
Chemical dye and allied trade... 1.1 | ia .O1 £3 1.7 ‘3 
Dry goods and apparel.... 1.1 a .03 | Trace .O4 18.5 
Electrical 1.8 | 90.2 2: a See yer Trace 3 
ee ee eer ee 2 | Trace | Trace race Trace Trace 
Fasest DIOEMO iis d 9k wee weSs .o4 | Trace a See Trace 
Furniture and house furnishings | . 06 | 5 1.2 Trace Trace Trace 
General merchandise........... | 2.8 5 3 a oI $.4 
Grocery and food products......| Trace | Trace ae ee 10.7 38.3 
enn. os .cndonnsevesdsess | 26.3 | 1.6 2.6 Trace Trace 7.2 
Jewelry and optical.............| . 02 ah Sere Trace 3-9 
Leather and leather goods... | sy .05 | cen Serer: Ca eerie r 52.8 
Lumber and building materials. .| or | C8 | sees ON Breve can 2.6 
Machinery equip. and supplies | 9 3-7 ff 2 
Metals and minerals. . 5 1.1 eg. SE Trace 2 
Paper and paper products.......| 4.1 03 2 Trace | 
Plumbing & heating equip. & sup. | 03 | § SR ew edb neon | Trace Trace 
Tobacco and tobacco products. ..| & 9 eee bse ace 87.7. | 11.6 Trace 
Food products (not previously | 

tioned) Pe eRe Rat betub sete ee SP tee ee: Sera ee 45.7§ 















An even greater degree of inter- 
‘competition is apparent here than in 
Table III above. 

The situation may be illustrated in 
another fashion. The hardware trade 
is one which probably overlaps and is 
overlapped by a greater number of 
trades than is any other. An analysis 
was made of the entries in the depart- 
mental index* of one of the largest 






lhe 









This index lists articles of merchandise, but not 
; By “item” is meant any article 
‘esignated by a separate catalogue number. Each 
size and shape of an article is therefore an item. 


anda 


catalogue items. 


includes manufacturers’ branch houses as well as non-title-taking middlemen. —s_ ; : 
Unfortunately the Census includes under the electrical trades those concerns specializing in handling radio. 
§ Includes the specialty houses handling confectionery and soft drinks only. 





articles included in the catalogue 
which are handled by other types of 
merchant wholesale houses.‘ 

In so far as possible this analysis 
has included only jobbing groups which 
are operating under codes other than 
that of the Wholesale Hardware Trade. 
This table does not present an entirely 





The number of items in this catalogue probably 
was in the neighborhood of 75,000. The number 
of articles indexed was 2,125. 

‘In making this analysis some mistakes were 
undoubtedly made. But it is believed to be sub- 
stantially accurate. 
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accurate picture of the extent of over- 
lapping in this trade, since it gives no 
indication of the portion of the con- 
cern’s total sales volume which is 
affected by each competitive group. 
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customers of retail food stores. Whole. 
sale hardware houses sell to building 
contractors, certain of whom are also 
natural prospects for retail hardware 
concerns. There are probably com. 


Taste IV. Distripution or Certain Types oF Propucts py WHOLESALERS Propgg' 

















Electrical ' , Confec- 
Appliances} Sportin Radio Cigars, tione L 
Type of Wholesaler EF PP og Parts | Cigarettes, A UBBage, 
‘quip. and| Goods and Soft | Saddling 

| ‘Gueaiien ete. Tobacco Drinks 

PP 

| 
Amusements and sporting goods. .6 37.6 3 Trace .O1 7 
MUI 6 6rd nas entnianeaes 2.0 1.2 2. Lisesersas Trace 4.8 
Chemical dye and allied products aa af .02 a a7 3 
Dry goods and apparel.......... .03 Fl .04 04 .06 17.8 
a rer errr 85.5 5.2 a a ere .O1 F 
Farm products.................| Teaee 3 Or .04 Trace Trace 
Forest products................| Trace of 
Furniture and house furnishings SY fe We eee .08 Trace Trace I 
General merchandise............ 8 4.6 03 .O1 I 2.6 
Grocery and food specialties. .... BOE: adadnkwanhe ncedienwe 17.4 44.6 
RR Ae Se 3.9 47.3 3-9 Trace .O1 11.4 
Jewelry and optical............ a ; a Sree ee Trace 3.7 
Leather and leather goods.......| 2 a, rer ee 54.2 
Lumber and building materials .03 03 .O1 a a ae 3.8 
Machinery equipment and sup- 

| ERE ee Es 4.6 I Cn eee 2 
Metals and minerals............| 3 .05 
Paper and paper products....... in 28 Trace I I 
Plumbing and heating equipment | 
epee | .8 0S WE hiissiscas canter .O1 

Tobacco and tobacco products. . | : fae ee fa Pewecreerereee 81.4 15.6 Trace 
OMIORTIMEET 6 ciinvceieceaneate PETE eee rey Sites ferer ere 36.8 























* Wholesalers googes, include only title-taking middiemen in the wholesale field. 


t Includes sales of wholesalers specializing in radio. 


5. A degree of inter-competition 
exists between certain wholesale and 
retail groups. Of course a few sales 
are always made by wholesalers to 
ultimate consumers in competition with 
retailers. ‘These are usually so small 
in volume as to be practically negligible. 
But certain types of buyers are regarded 
by both wholesalers and retailers as 
their natural customers. Wholesale 
grocers, for instance, sell to restaurants 
and eating clubs which are also logical 


5 In the case of sheet metal and paint, for instance, 
the percentage by volume is almost certainly much 
greater than that shown in the table. 


Unfortunately these are not segregated by the Census. 


paratively few trades in which this 
species of over-lapping does not exist 
to a greater or less extent. It seems 
to be especially significant in the hard- 
ware business. ‘There are no figures 
available which might serve to give 
any hint as to its actual extent. 

A special variety of this type of inter- 
competition is that between chain 
stores, mail-order houses and _ larger 
department stores, on the one hand, 
and the wholesaler-retailer distributive 
set-up on the other. These large retail 
concerns to a very considerable extent 
perform the wholesaling functions, par 
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hundreds—of codes 
labor and fair trade practice provisions. 


selling activities of manufacturers, by 


arly those of assembly and storage. 
Fit in the performance of these functions 
they operate under labor provisions 
jiferent from those applying to whole- 
calers, an unfortunate competitive sit- 
sation results. 


Problems Raised by Over-lapping 
In most industries these several 
types of over-lapping render impractical 
any attempt to codify on a vertical 
basis. ‘The manufacturing, wholesal- 
and retailing of an article or a 
Taste V. 
Houses, Atso HANDLED BY 

Leather & shoe finding—wholesalers. . 
hine tool & equipment—distributors 


a a es 


1 Tne rr re 

Athletic goods—wholesalers............ ° 
Builders supplies—distributors....... 9 
Farm equipment—wholesalers... . 5 
Agricultural insecticides—wholesalers...... 3 
Jewelry—wholesalers.............. ; apn, Me 
Sheet metal—distributors........... abatheas ¥ 
rugs—wholesalers...:.......2seseeeee: 4:9 
Commercial stationery—distributors. . . 1.8 
Radio—jobbers.......... ; 2.9 
School supplies—distributors 1.2 
Plum ipplies—jobbers................. 6.4 
CPe “IODINE s o.65 5 cldeie Yin ad 4s hatereen se, be 5 
Rubber goods—wholesalers........ | 


‘ . 
Steel—warehouses . >a eb neee ee 66a aee kus ‘ “3 





group of articles could not be governed 
y the same code because, in most 
ises, any such product or group of 
products would constitute only a small 
tion of the articles or lines handled 
by specific wholesalers and retailers. 
If vertical codification had been at- 
each of the different mer- 
handizing groups would have found 
under dozens—in some cases, 
with conflicting 


[f the principle of vertical codification 


be abandoned, however, and a series of 
norizontal codes be set up, there still 
remain the problems raised by the over- 


‘apping brought about by the direct 
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the sale of the same articles by different 
product or functional types of whole- 
sale concerns to the same buyers, and 
by the competing attempts of whole- 
salers and retailers to sell the same com- 
mercial or industrial customers. 
This inter-competition gives rise to 
four problems of codification. 
Assessments. On what basis shall 
assessments be levied upon these vari- 
ous over-lapping groups? No com- 
plete answer to this question has yet 
been found. One alternative is to re- 


PERCENTAGES OF ToTAL ArTICLES HANDLED, BY WHOLESALE HARDWARE 


OTHER WHOLESALE GROUPS 


Industrial supplies—distributors............. 4.8 
Automotive equipment—wholesalers........ 9.6 
Construction en etc.—distributors. . .9 
ST i EE nk Ss ca ee eos eUR ERED 2.9 
Tobacco—wholesalers.. 4 
Dry goods—wholesalers.. mee nes iipesade een 
Grocery—wholesalers..... ve ee 
Beauty, barber supplies— distrib itors ja 
eee | re z 
Stationery—wholesalers....... ite hkeeencee aon 
Electrical—wholesalers.................+++++ 10.2 
Floor covering—wholesalers................ + 
Hotel supplies—distributors................ I 
Shoe—wholesalers. . Ps pee a 
Twine & cordage—distributors. Pe eer 2 
Copper and brass—distributors. .. 4 
Hardware—wholesalers only................ 46.5 


quire that each concern pay a propor- 
tionate assessment to every code 
authority controlling any article it sells 
or any function it performs—that is, 
contribute to every group which it 
cross-sections, and approximately in 
proportion to the degree of cross-sec- 
tioning. Let us examine the position 
in which the wholesale hardware house 
mentioned above would be, if vertical 
codes were established and if this 
principle of assessment were applied. 
It would be obliged to pay to the sup- 
port of some 180 to 190 code authorities 
of manufacturing industries. If the 
horizontal or functional principle were 
followed in framing codes, and the 
above principle applied in assessments, 
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this house would be required to con- 
tribute to somewhere in the neighbor- 
hood of 15 to 20 wholesale codes. 
Applying this principle of assessment to 
the codes as they were actually drawn 
and now exist, it would contribute to 
some 17 wholesaling codes and to at 
least 6 manufacturing codes which by 
their terms control the activities of 
wholesalers. In each case the contribu- 
tion would of necessity be based on a 
fractional portion of its total sales. 
When it is remembered also that many 
articles are handled in sizeable amounts 
by a number of different wholesaling 
groups,® each of which would undoubt- 
edly claim each such article as belonging 
solely under its code, the application of 
this principle is at once seen to be 
impracticable. 

A second possible alternative is that 
of requiring each wholesale distributor 
to contribute to only one code authority 
—the one governing the merchandise on 
which the largest portion of its total vol- 
ume is done. This contribution would 
be based upon its entire volume, how- 
ever. ‘This is the principle actually ap- 
plied in some cases. Itis subject totwo 
main objections. In the first place, it 
is sometimes difficult to determine just 
what is a concern’s “principal line of 
business.” ‘This is especially true in a 
field such as hardware, where the 
typical concern is likely to do less than 
50% of its volume in goods of any one 
class or group. In the second place, 
the application of this principle virtually 
spells the doom of codes covering the 
smaller, more specialized groups of dis- 
tributors. The large hardware house, 
for instance, may sell more paint than 





* An item such as baseball bats, for instance, is sold 
in sizeable volume by hardware houses, wholesale 
stationers and sporting goods jobbers; while alarm 
clocks are sold by hardware, jewelry, stationery and 
drug wholesalers. 
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many specialty paint jobbers but ;; 
makes no contribution to the maip. 
tenance of the Wholesale Paint ang 
Varnish Code. This means that jy 
order to maintain this code the house; 
specializing in these items must pay ap 
excessively high assessment, with the 
result that many such codes are auto. 
matically put out of existence. Thijs 
objection might be met by modifying 
the plan to provide that each wholesale 
house must contribute proportionally 
to each overlapping code within the 
jurisdiction of which it makes a given 
percentage, say 10% or more of it 
sales. 

2. Labor Provisions. Over-lapping 
results in some very real problems with 
respect to the control of labor. If each 
of the several inter-competing groups 
were allowed to establish its own set of 
labor provisions, the average wholesale 
establishment would be faced with 
three possible courses of action. In 
the first place, it could attempt to 
departmentalize its business along the 
lines of the several codes which govern 
different portions of that business, and 
then operate each department in ac- 
cordance with the labor provisions of 
the code governing that department. 
In most cases this procedure is abso 
lutely impracticable. ‘To department- 
ize such functions as billing, record 
keeping, delivery, and order filling in 
this fashion would result in a tremen- 
dous increase in expense. Even if this 
were not the case, the effect on morale 
of having different groups of employees 
doing the same kind of work in the 
same establishment, but working 0 
different hour and wage schedules, 
would be disastrous. 

In the second place, each concer 
might conform throughout all its oper 
tions to the labor provisions of that ont 
among the several codes, over-lappin 
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S:.. business, which contains the most 


gid regulations as to labor. In many 
-ases this would result in an unfortunate 


mpetitive situation. All general 


EF houses would be operating on the most 
| vid and therefore most costly of the 


labor provisions to be found among the 
ious specialty codes covering por- 


= VariOus 


tions of their business. Their labor 


Icosts of handling many other classes of 


items would therefore be higher than 


Alix 


those of the several groups of specialty 


Salt) 
sooty in si 


houses selling them.’ 
A third possibility is that of allowing 


Peach house to conform to the labor 
provisions of that code which covers 


the “principal portion of its business.” 


This involves to a lesser degree the 


same competitive and administrative 
dificulties as were outlined above 
in connection with the application of 


the same principle to assessments. 


3. Trade Practices. Much the same 
dificulty arises in connection with 
trade practices. Consider, for example, 
a hardware house which sells a bill of 
goods containing, among other things, 
baseball bats and gloves, electric irons, 


alarm clocks, paint, radios, sheet metal 


roofing, and waste baskets. Each of 
the several specialty codes covering 
these items specifies terms upon which 
they shall be sold. Must this concern 
bill and collect for each of these items 
in accordance with the provisions of its 
appropriate specialty code, or may it 
handle them all in accordance with the 
credit terms established in the Whole- 
sale Hardware Code? If the former 
procedure is necessary, the strain upon 
the memories of the salesmen and the 





There are cases in which, if this principle were 


applied, the required minimum wage for a given 
— would be increased by as much as 100%. 
Yhile this would not cause its labor costs to be 


oe : 3 
Coubled, it would undoubtedly considerably increase 


} 
I 


them. 
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facilities of the billing and collecting 
departments is likely to be tremendous; 
likewise, the buyer is apt to conclude 
that both the wholesaler and the NRA 
are mildly but inconveniently demented. 
If the latter alternative is followed, an 
unequal competitive condition as be- 
tween trades may result, and the credit 
provisions of certain codes will be 
practically nullified. This problem is 
especially acute in connection with 
code provisions establishing uniform 
credit terms, uniform delivery terms, 
price filing systems, and prohibiting 
selling below cost. 

The General Wholesaling and Dis- 
tributing Code represents an attempt to 
solve this problem. As originally con- 
ceived, it was intended that this basic 
code should contain fair trade practice 
provisions dealing with abuses common 
to all the trades covered by it. Each 
supplemental code was expected to 
contain a very few such provisions 
governing practices peculiar to the 
trade it covered. Actually the general 
over-all provisions were somewhat 
fewer, and the specific trade practices 
much more numerous than had been 
anticipated. The net result constitutes 
no very satisfactory solution of the 
problem. Inthe General Code Author- 
ity this basic code does furnish, how- 
ever, a sort of clearing house through 
which may be adjusted discrepancies 
between the trade practices of the 
several codes supplementary thereto. 
The General Code Authority has not 
been any too effectively used in ac- 
complishing this end. The responsi- 
bility for its failure in this regard 





8 As an illustration in another field, the manufac- 
turers of medium- and low-priced jewelry wished to 
abolish the fictitous and unnecessary cash discount 
of 8% to department store buyers but were unable 
to do so on ornamental buttons, buckles, etc., because 
the button jobbers in their code insisted on retaining 
those terms. 


Many other examples could be cited. 
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probably must be shared in approxi- 
mately equal portions by the Code 
Authority itself and by the administra- 
tion of the NRA. 

A second attempt to solve this 
problem is embodied in the ‘“‘over- 
lapping provisions” which are con- 
tained in a number of the supplemental 
codes.® These sections establish a spe- 
cial Coordinating Committee or Board 
chosen from among the members of the 
Divisional Code Authority to meet 
with similar committees from other 
Divisional Code Authorities to adjust 
rules which are mutually contradictory. 
This machinery has enjoyed no very 
great degree of use. 

A third attempt in this direction is 
the section of the Wholesale Dry Goods 
Code which specifies that “whenever 
any supplemental code is approved for 
wholesalers who specialize in a particu- 
lar type of dry goods, such specialty 
wholesalers shall no longer be subject 
to this supplemental code; provided 
that only upon order of the Administra- 
tor shall the sale of such specialty 
products by wholesalers governed by 
this supplemental code be governed by 
the trade practice provisions of such 
dry goods specialty codes.” This 
merely puts upon the Administrator 
the responsibility for adjusting these 
differences. He probably already pos- 
sessed both this responsibility and the 
power to act upon it. 

A fourth possibility is that of effect- 
ing a considerable degree of combina- 
tion among the codes supplemental to 
the General Code. This will be dis- 
cussed at a later point. There seems 
to be among the trades themselves a 


* This provision appears in one form or another in 
the following codes: Button Jobbers; Brass, Bronze 
and Related Alloys; Hardware; Charcoal and Package 
Fuel; School Supplies and Equipment; Wholesale 
Stationery. 





movement of considerable proportion; 
in this direction. 

None of these devices touches th 
problem of correlating the trade prac. 
tice provisions of the independent 
wholesaling codes with those supple 
mental to the General Code. 

4. Administration. This type of 
overlapping raises certain problem 
with respect to the organization of the 
trade administration of distributioy 
codes. Ifacode is to control the activi. 
ties of concerns not members of the 
trade it covers, those concerns shoul 
be entitled to representation on the 
Code Authority. The fixing of th 
extent of such representation and 
the erection of machinery to achieve it 
present a problem of such complexity 
as to be practically insoluble. No real 
attack has been made upon it.” 


Attempts to Solve the Problem 


With respect to the control of the 
direct-to-retailer selling activities o 
manufacturers, the NRA adopted no 
very sensible or carefully considered 
policy. The situs of the control o 
these activities is usually indicated in 
each specific manufacturing code in the 
definition of “‘the industry.” Thus, i 
a code defines “‘the industry” as “the 
business of manufacturing an item ani 
selling it by the manufacturer,” that 
code probably governs sales made by 
producers direct to retailers or to cot 
sumers. If, on the other hand, “the 
industry” be defined as the “manv- 
facture for sale” of a particular item, 
there seems some doubt whether the 





The Wholesale Paint, Varnish, Lacquer a 
Allied Products Supplemental Code provides th 
one member of the Code Authority shall be repr 
sentative of each of the following groups which hance 
paint: hardware wholesalers, building suppl 
houses, drug jobbers, glass jobbers, wallpaper who* 
salers. So far as is known, this is the only one of 
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tribution”........ 
“Manufacture for Primary Distri- 
bi ution was 


“Manufacture and/ or Primary Dis- 
tribution” 


“Manufacture and Original Selling 
and Distributing by 


” 
turer 


Manufac- 





code including such a definition governs 
the direct-to-retailer selling activities of 
A great diversity of 


} manufacturers. 
language on this point is found in the 
diferent codes. The following table 
Taste VI. Decree OF ContTrRoL oOvER DtreEct 
Setuinc OpeRATIONS OF Propucers, as SHOWN 
sy LANGUAGE Usep IN THE MANUFACTURING 
Copves 
Sales by Manufactures to Retailers 
Number 
of Codes 
Using 
1. “Manufacture and Sale by the 
Manuiactenel . os.nncc% or sessee 74 
2, “Manufacture and Sale”... 43 
Sales to Retailers Included by 
Trade Practice Provisions....... 34 
4. “Manufacturing and Distributing 
by Manufacturer”’.... 2 
“Manufacture for Sale and Sale by 
Manufacturer” ; 6 
6. “Manufacture for Sale and Selling” 5 
7 “Manu facturing and Selling by 
Members ‘% 3 
8. “Manufacture for General Com- 
cal Resale’’. PES Pee 1 
“Manufacture for Sale in Open 
eer ee ee ae awe I 
10. “Manufacturing and Selling to All 
Buyers” ee eee eee I 
11. “Manufacturing anil Selling to 
Wholesalers and Retailers” I 
12. “Manufacturing and Distributing 
and Sale by Manufacturer” I 
Including ‘‘ Direct Manufacturers” 
in defini ition rece ee we I 
14. “Manufacturing and Distribution’ ; 4 
15. Including all Sales by Manufacturer 
but not Sales of Wholesalers. 2 
| Se Ree eee meer 179 
To Be Interpreted 
1. “‘Manufacture for Sale”’..... ; 138 
2. “Manufacture and Original Sale” 16 
3. “Manufacture and Original Sale sd 
Manufacturer”... . 5 
4. “Manufacture and Primary Sale” 5 
s. “Manufacture and Primary Dis- 
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May Include Wholesalers 
Number 
of Codes 
Using 

1. “Manufacture and/or Sale’”’....... 12 

2. “Manufacture and/or Sale by 
Manufacturer” 1S 

3. “Manufacture or "Sale by. Manv- 
facturers”’.... 2 

‘ “Manufacturing, Selling, and Dis- 
tributing by Manufacturer” 5 

ies Manufacturing and/or Distribut- 
ing by Manufacturers” 2 

6. “Manufacture for Sale and Jor Sell- 
ing by Manufacturer”’...... I 

7. “Manufacture for Sale and/or Dis- 
SINE bch arc caeennkackas I 

8. ‘“‘Manufacture for Sale and/or Dis- 
tribution by Manufacturer’’. . . I 

g. ‘Manufacture for Sale and/or 
eee Raiaes eat paca aks I 

10. “Manulactucing and/or Selling 

and/or Distributing ud a Mem- 
Se Peer Ee rr eee I 

11. ‘‘Manufacturing for Sale or Sale j in 
CME EE iit cctedin cease I 

12. “Manufacture and Original Sale 

and/or Wholesale Distribution 
by a Member”’...... yea x I 
Cc eer eh teem eee 

shows the terms used in the manu- 


facturing codes which indicates any 
possible degree of control over the direct 
selling operations of the producers 
covered by them 

From this table it is apparent that 
some 43 of the manufacturers’ codes 
may be so construed as to control the 
sales of wholesalers handling the prod- 
ucts produced under the code. One 
hundred and seventy-nine of these 
codes are so drawn as to indicate pretty 
clearly that they control sales made by 
manufacturers to retailers. The lan- 
guage of 170 producers’ codes is so 
indefinite that interpretation is neces- 
sary to determine exactly the activities 
which they control. The remainder 
of the production codes pretty clearly 
cover only the manufacturing activities 
of those concerns which are subject to 
them and the sale of their products to 
wholesalers. 
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What this means to certain of the 
distributive trades is indicated by the 
situation of the wholesale hardware 
trade. An analysis indicates that the 
general jobbers in this trade handle 
products, the manufacture of which is 
controlled by 187 codes.'! Of these 
187 codes, 89 clearly control the sales of 
manufacturers to retailers; 10 clearly 
do not control such sales; while 88 may 
or may not do so in accordance with the 
interpretations of the several code 
authorities and of the NRA. If the 
Code Authority of the Wholesale Hard- 
ware Trade endeavors to enforce the 
prohibition of consignment selling con- 
tained in its Code, it will thereby force 
the members of the trade into competi- 
tion with manufacturers operating 
under 39 codes which control sales 
direct to retailers, who may consign 
goods without let or hindrance. In 
addition, this Code Authority will find 
that consignment selling is not pro- 
hibited or regulated in any manner in 
39 other hardware manufacturing codes 
which can be so construed as to control 
the direct-to-retailer selling activities 
of their members. 

The efforts of this Code Authority 
to establish and enforce credit terms in 
its Code will be hampered by the fact 
that 43 hardware producers’ codes, 
which control sales by manufacturers 
to retailers, specify the credit terms 
upon which such sales must be made. 
Thirty additional manufacturers’ codes 
in the field establish credit terms, 
although the matter of whether or not 
they control sales to retailers is open to 
debate. The Code Authority will also 





1! The products of these codes were checked against 
the catalogue of one of the leading wholesale hard- 
ware houses. A few mistakes were undoubtedly 
made in including or excluding certain codes. It is 
probable, however, that the list is substantially 
correct. 


find its efforts in this direction frys. 
trated by the fact that manufacturey 
operating under 49 codes, which clearly 
control the direct-to-retailer selling 
activities of their members, specify no 
terms whatsoever. The same is try 
of 55 codes in the field which may o 
may not govern manufacturers’ sales ty 
retailers. 

If this same Code Authority attempt; 
to establish uniform datings on certain 
hardware items, as it is empowered to 
do in its Code, it will find that 11 codes 
of hardware manufacturers have 4l. 
ready established standard datings o 
sales to retailers, while 7 more contain 
uniform datings which may or may not 
apply to sales to retailers. In selling 
to their retail customers, the firms 
operating under this Code will find 
themselves in competition with manv- 
facturers operating under 67 codes 
which contain no restrictions what- 
soever on the dating privilege. Sixty- 
five other manufacturers’ codes which 
may or may not control their members 
sales to retailers place no limitation 
whatsoever upon the datings which 
may be extended. 

Of the 63 codes which cover the 
production of goods handled by the 
Wholesale Dry Goods Trade, 38 clearly 
control the direct-to-retailer selling 
activities of their members; 10 probably 
do so, 2 may do so, and only 13 leave 
the field of wholesale distribution 
clearly and cleanly in the hands of the 
Code Authority governing this trade. 

In endeavoring to enforce its pre 
hibition of the payment of buyer 
expenses in visiting the market, thi 
trade finds itself in competition wit! 
50 groups of manufacturers who at 
free to make such payments at will. It 
enforcing the section of its Code whic! 
establishes uniform delivery terms, " 
forces its members to compete wil! 
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<o groups of dry goods manufacturers 
3 who have no restrictions on delivery 
© erms or whose terms are apt to be 
) set up on a different basis from theirs. 
If the Code Authority tries to prevent 
he members of the trade from consign- 
‘ng their merchandise, in accordance 
§ with the prohibition of the Code, it will 
be hampering the members of the 
} trade in their competition against 20 
groups of dry goods producers who may 
| consign their goods to retailers without 
let or hindrance. If it endeavors to 
) establish uniform credit terms as it is 
= empowered to do by the Code, it will 
find that it is handicapping the code 
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tain 
‘not ee. authorities of 38 manufacturers’ codes 
lling (eee in the enforcement of their standard 
rm terms on sales to retailers or that it is 
find handicapped by them in the enforce- 
Anu ment of its own terms. 
des There seems to be little question that 
hat- the distribution of goods from manu- 
xty facturer to retailer should be regarded 
hich Me aS 2 single function and should be 
er’ ee. regulated as such regardless of the type 
tion f concern by which it is performed. 
hich Sales made by manufacturers direct to 
retailers or to industrial, commercial or 
the institutional users in competition with 
the wholesalers should be governed by the 
arly same codes which control the operations 
ling of these wholesalers. As the situation 
bly stands at present, a large percentage of 
ave the provisions of all wholesaling codes 
jon are nullified by conflicting provisions in 
the manufacturing codes or themselves void 
le. ovisions in producers’ codes which 





endeavor to control the same activities. 






Attempts to Solve the Problem—W hole- 
salers Proper vs. Supply Houses 







_ With respect to the problems result- 
ing Irom over-lapping competition be- 
tween wholesalers proper and houses 
specializing in selling to industrial, 
commercial or institutional users, the 
pol NRA has been most 
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inconsistent and has resulted in con- 


siderable confusion. Certain groups of 
such supply houses were included under 
the general Wholesaling or Distributing 
Code. The Commercial Stationery 
Trade, the Copper, Brass, Bronze and 
Related Alloys Trade, the Furriers’ 
Supplies group, and the Sheet Metal 
Trade were granted codes subsidiary 
to this General Code.!2 But, in addi- 
tion, independent codes were approved 
for each of the groups of concerns 
wholesaling automotive supplies and 
equipment, plumbing supplies and 
equipment, building supplies, construc- 
tion machinery and equipment, indus- 
trial supplies and machine tools. 

A certain degree of coordination may 
be expected between the groups oper- 
ating under the General Code. No 
machinery seems to exist for achieving 
cooperation among the several groups 
operating under independent codes. 
Nor does there appear to be any 
effective means of correlating their code 
activities with those of the several 
groups of competing distributors and 
wholesalers operating under the Gen- 
eral Code. A rather detailed, careful 
study of this subject might reasonably 
be expected to yield worthwhile results 
in smoothness and efficiency of adminis- 
tration within this portion of the field 
of wholesale distribution. 


Attempts to Solve the Problem—Non- 
title-taking Groups 


Very little has been done with the 
problems resulting from the competi- 
tion between title-taking and non-title- 
taking wholesale groups. ‘The General 
Wholesaling Code logically should have 
included non-title-taking concerns oper- 
ating in the field. The reason for its 
failure to do so was a _ thoroughly 


12 The Institutional Supplies group, selling various 
types of items to the hotel trade, is included as a 
division of the Wholesale Dry Goods Code. 
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practical one and not based upon any 
considerations of logic or consistency. 
In order to achieve the adoption of this 
Code it was necessary to command and 
retain the support of certain large 
wholesaling groups, notably dry goods 
and hardware. The dominant ele- 
ments in these trades were very strongly 
in favor of so framing the definition of 
“‘wholesaler”’ as to include only the 
service wholesaler. In the process of 
negotiation on the subject it became 
apparent that unless their wishes were 
acceded to in this particular, there 
could be no General Wholesaling Code. 
The administrative benefits flowing 
from such a general or over-all code 
were thought to be sufficient to justify 
this concession.'* A clause was in- 
cluded, however, providing that any 
Division might modify or extend the 
scope of this basic definition. 

Five Divisions took advantage of this 
opportunity to include in their supple- 
mental codes modifications of the gen- 
eral definition which apparently permit 
the application of their codes to non- 
title-taking concerns.'* Six of the in- 
dependent wholesale codes! also framed 
their definitions of the term “whole- 
saler’’ to include this type of establish- 
ment. The failure to include these 
agent middlemen in all cases was 
probably a major mistake. It may be 
possible as time goes on to absorb them 
by amendment, executive order, or 
otherwise. The extent of this type of 
intercompetition is comparatively lim- 
ited in most fields, however. 





138 Responsibility for this decision must rest upon 
Kenneth Dameron, then Deputy Administrator in 
charge of the Code, and R. S. Alexander, then 
Technical Advisor on Wholesale Codes. 

4 These are: Wholesale Embroidery; Leather and 
Shoe Findings; Furriers’ Supplies; Beauty and Bar- 
ber Supply; Upholstery and Decorative Fabrics. 

% Coal, Builders’ Supplies, Tobacco, Coal Dock, 
Food and Grocery, and Confectioners. 





The General Wholesaling or Dj. 
tributing Code with its group of supple. 
mental codes for separate product o; 
trade divisions, was primarily an 4. 
tempt to solve the difficulties resulting 
from over-lapping competition among 
different product or trade groups of 
regular wholesalers. It was built upon 
the idea of establishing a uniform se 
of labor provisions from which there 
would be no departure in supplement) 
codes, a standard set of trade practice 
rules which might be modified o 
amended or added toin any supplement, 
and a central code authority to function 
as a coordinating or semi-judicial body, 
as specific cases might require, in iron- 
ing out discrepancies and contradictions 
in supplemental codes and in adjusting 
the conflicting interests of the different 
trade or product groups operating 
under the Code. 

As a device for solving the labor 
difficulties in codification resulting from 
over-lapping, the General Code has 
proved highly successful. All the 
trades included under it, with minor 
exceptions, operate on a uniform set of 
labor provisions.’* All groups are on 
the same competitive level so far a 
labor costs are concerned.” 

The General Code leaves certain 
problems of representation unsolved. 
Hardware wholesalers, for instance, 
who handle athletic supplies are not 
represented on the Code Authority 0! 
the Athletic Supplies Division. Nor is 
the reverse true. The General Code 
Authority may furnish sufficient me 





% The Fur Wholesaling, Furriers’ Supplies, a0 
Secondary Steel Warehouse Products Supplementary 
Codes have separate labor provisions. 

% This was not without the determined oppositio® 
of certain persons in the Labor Advisory Board w 
wished to make a record for themselves by introduc 
ing into each of the supplemental codes a separate st! 
of labor provisions more rigid in some particulé' 
than those of the General Code. 
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chinery to protect the interests of the 


several groups affected by this problem. 
A number of trades are operating 


under the General Code without any 


» SU} 


»plemental codes and without any 
divisional organization, and hence with- 
:t any representation on the General 


Code Authority."8 It would probably 


© be desirable to allow such groups to 


B elect a representative or representatives 


sat large 


on the General Code 


= Authority.” 


General Code has done very 
to overcome the difficulties of 
overlapping assessments. It contains 
no machinery for doing so. The NRA 
administrative policy has roughly been 
t of allowing an assessment to be 


tha 
Lila t 


The 


little 


© made on each wholesaler for the “prin- 
F cipal portion of his volume” by that 
© Divisional Code which controls such 


“principal portion.” The objections 


' to this plan have been outlined above— 


the principal one being the fact that 
under it certain small specialty codes 


» are not able to finance themselves. 


It would probably be desirable to 
close out some of the supplemental 
codes and consolidate them under the 
more general groups, such as hardware 
and dry goods. This program would 
probably be strongly opposed by the 
specialty groups and may be practicable 
in very few cases. 

Another suggested solution of this 
problem is that of having all assessments 
made and collected at a uniform rate 


) on volume by the General Code Author- 





) ity or by some other central body. 


The proceeds would then be allocated 


_*Such groups are the carpet and rug distributors, 
the steel warehouses, the cycle jobbers and others. 

* This suggestion is contained in an unpublished 
manuscript of Mr. E. O. Mather, Assistant Deputy 
Adm nistrator for the Wholesaling Section, Fourth 
Division, NRA, and has been acted upon favorably 
by the General Code Authority. 
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to the several Divisional Code Authori- 
ties in accordance with the total volume 
of sales of all wholesalers made in the 
line or lines which each Divisional 
Code Authority controls.” This would 
enable many of the specialty groups 
which are now inadequately financed 
to maintain satisfactory administrative 
staffs.24_ At the present time such 
groups as hardware and dry goods are 
able to finance their code authority 
operations by a levy of a very small 
fraction of one per cent of total sales. 
This system would probably meet 
considerable objection among the 
general houses, but on the average it 
would probably be fairer and more 
eficient—always assuming that the 
Supplemental Codes of the smaller, 
more specialized groups are to be 
retained. 


Attempts to Solve the Problem— 
Consolidation 


As indicated above, the General Code 
has not been particularly successful in 
meeting the trade practice problems 
arising from over-lapping among the 
several groups operating under it. 
Probably the most hopeful suggestion 
in this connection is that of the con- 
solidation of a number of the smaller 
supplemental codes into the larger 
ones. To some extent this was at- 
tempted in the process of forming these 
codes. Such endeavors were not par- 





20 Tid. 

21 It is probably impossible for a Divisional Code 
Authority to function adequately on a budget total- 
ing less than $40,000 to $50,000 per year without 
depending too greatly on volunteer services which are 
likely to be indirectly most expensive in the long run. 
This includes the salary and expenses of a full-time 
executive secretary, an office staff, and the necessary 
field representatives. In some trades this budget 
would necessitate a levy of several per cent on the 
sales of those concerns which, under the present 
policy, are subject to assessment by the appropriate 
code authority. 
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ticularly successful, due partly to the 
feeling of solidarity and pride among 
certain minor trades and in part to the 
inability of their leaders to visualize 
the difficulties of operating on the more 
specialized basis.?? 

A year’s operation should have served 
to demonstrate these difficulties to 
many such minor groups. This plan 
involves the setting up of a Divisional 
Code Authority so constituted as to 
represent fairly all subsidiary trades, 
and the establishment of several sets of 
trade practice rules, each set to apply to 
only one subsidiary trade. The follow- 
ing groups having separate supple- 
mental codes, for instance, are closely 
related to the hardware trade: athletic 
supplies, electrical goods and equip- 
ment, paint and varnish, radio, sheet 
metal, copper and brass. Almost an 
equal number are naturally associated 
with the dry goods trade: buttons, 
embroidery, fur wholesaling, millinery, 
upholstery and decorative fabrics,** 
and woolens and trimmings. Certain 
other less extensive natural groupings 
exist: I. stationery, commercial sta- 
tionery and office equipment, and school 
supplies; 2. paint and varnish, and 
wallpaper;** 3. radio and _ electrical 
supplies and equipment; 4. sheet metal 
and copper and brass. 





* The jewelry, catalogue or industrial jewelry, 
men’s novelty jewelry, and silverware groups, for 
instance, were brought under one Wholesale Jewelry 
Code. Several different types of button jobbers 
were consolidated into one Division although an 
attempt to include them, along with several other 
groups, in a larger Garment Ornament Division failed. 
An attempt to form the copper and brass jobbers, the 
sheet metal distributors, and the steel warehouses 
into one Division was not successful. 

23 This group has lately asked that its supplemental 
code be cancelled and that it be allowed to operate 
under the General Code. It would probably be better 
if it were included in the Dry Goods Code for pur- 
poses of administration. 

*4 Negotiations are at present under way looking to 
the consummation of this amalgamation. 


Of course, many of these amalgam. 
tions can never be made because of the 
personalities involved. It is probable 
however, that by combining the force 
of circumstances which works in jt; 
favor with a little judiciously applied 
pressure of its own, the Administration 
can consummate enough of them ma. 
terially to improve the situation. Any 
progress in this direction would up. 
doubtedly go far to iron out thos 
difficulties of representation, assess. 
ments, and trade practices which under 
the General Code result from over. 
lapping. 

Even though the General Code had 
proved itself a perfect instrument for 
the solution of these problems, its 
benefits would still be limited to only 
portion of the wholesale field by reason 
of the fact that the Administrator 
approved 15 independent codes®® cover- 
ing groups of merchants operating in 
the field of wholesale distribution, and 
some 35 manufacturers’ codes which 
by their terms cover the operations o/ 
wholesalers who handle the products 
produced by the industries to which 
they apply. 

The control of the direct-to-retailer 
selling activities of manufacturers and 
wholesale distributors by one code a 
provided in this latter group is probably 
desirable. Due to the diversity of the 
channels of wholesale distribution, how- 
ever, such control should probably be 
centered in a few wholesaling codes 
rather than in a series of manufacturing 
codes. 





% These codes are: Wholesale Automotive, Cod 
Dock, Wholesale Plumbing and Heating Products, 
Wholesale Food and Grocery, Wholesale Confectior 
ery, Wholesale Lobster, Wholesale Monumentd 
Marble, Wholesale Monumental Granite, Wholesale 
Tobacco, Builders’ Supplies, Construction Machinery 
Distributors, Industrial Supplies and Machinery 
Distributors, Machine Tool and Equipment Dis 
tributors, Optical Wholesale Industry and Trad, 
Wholesale Coal. 
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With respect to the independent 
wholesaling codes, two suggestions may 
be made. First, most of them should 

| probably be brought under the General 

) Code. Every one of them except pos- 
© <ibly the Wholesale Monumental Mar- 

ble. Monumental Granite, Lobster and 
© Coal Codes cover trades which handle 
® items sold by one or more of the trades 
® operating under the General Code. In 
© other words, they form strands in the 
> ceneral pattern of over-lapping competi- 
© tion which is so characteristic of the 
© fieldof wholesaledistribution. In addi- 
» tion, the wholesale drug trade, which so 
© far has been playing ducks and drakes 
with the whole system by operating on 
) a 44-hour week under the President’s 
 Reemployment Agreement (justifying 
> itsactionon the purely fictitious grounds 

of the necessity of such hours in the 
interest of public health), should be 
brought under the General Code and 
be put on an equal competitive basis 
with other wholesaling groups. 

As things happen in this mundane 
world, all this is probably too much to 
expect. The next best thing would be 
to place all these independent codes 
under the Deputy Administrator who 
has charge of the General Code. ‘This 
might assist somewhat in untangling 
some of the more intricate administra- 
tive snarls produced by the present 
situation. 

Practically nothing has been done 
concerning the over-lapping of competi- 
tion between retailers and wholesalers. 
The two groups probably seek the same 
customers only to a very small extent. 
Such inter-competition as exists seems 
to be most acute in the hardware trade. 
It probably matters but little which 
group of codes, retail or wholesale, 
controls such sales so long as the rules 
governing them are not too inconvenient 

either type of distributor. It is not 
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too much to hope that the entire matter 
may be handled by an administrative 
order of rather simple character. 


Conclusion 


If this paper has served to emphasize 
the confused and almost inextricable 
welter of competition which exists in 
the field of wholesale distribution and to 
illustrate the intricate and all but 
insoluble problems of codification which 
result from this condition, its aim will 
have been accomplished. If distribu- 
tion in this field is to function at all 
smoothly under the codes, something 
must be done to eliminate at least 
the more unworkable portions of the 
present codification system. 

Those who know most about the 
matter and are probably best equipped 
to formulate a practical solution, are 
those members of the executive staff 
of the NRA who have been involved 
for some time in the actual detailed 
work of administering the wholesale 
codes. Even a slight knowledge of 
the mechanism of the NRA is sufficient, 
however, to make it clear that their 
swords are not long enough to reach 
into the “front office.”” The National 
Recovery Board itself seems to be too 
much occupied with matters of wider 
interest to give this subject the atten- 
tion it deserves. A possible solution 
might be found in the designation by 
the Board of a small group of persons, 
either from among the executive per- 
sonnel of the NRA itself or from out- 
side its ranks, to study this subject and 
to make recommendations.*® Such a 
study would be useless, however, unless 
the Board is willing to accept and act 
upon such recommendations when 
made. 


26 [atest unofficial reports indicate that such a 
committee has been appointed and is about to begin 





its studies. 








SOME BASIC MANAGERIAL RESPONSIBILITIRs 
By JOHN W. RIEGEL 


ican industrial company have been 

analyzing managerial responsibil- 
ities systematically for a number of 
years. ‘Their purpose in so doing has 
been to judge well the content of the 
managerial positions in the enterprise 
and the quality of performance of the 
respective occupants of those positions. 
At various times they employed investi- 
gators to aid them in their studies. 
Recently the question was presented, 
whether the resulting detail could be 
integrated to some extent, so that, if 
possible, the basic responsibilities of 
managers could be noted apart from 
the externals of their jobs. 

This paper presents the tentative 
integration of managerial responsibil- 
ities which resulted from a review of 
seventy distinct positions in the com- 
pany by its senior executives. In 
their survey they tested, revised, and 
amplified a preliminary outline of the 
subject which was an outgrowth of the 
preceding job analyses. They identi- 
fied the existence of specified responsi- 
bilities in the selected positions, and, 
as regards each position examined, 
expressed their judgments of the em- 
phasis placed upon each basic responsi- 
bility relative to the total managerial 
burden imposed by that position. 


Significance of the Study 


Such a study of managerial responsi- 
bilities has significance today beyond 
this particular company. For a num- 
ber of reasons it is timely to examine 
the manager’s part in business and to 
endeavor to clarify the nature of his 
contribution. 


, ‘HE senior executives of one Amer- 
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The public now faces new question; 
in the field of government regulation 
of business. Basic to a consideration 
of the possible favorable and unfayor. 
able consequences of further govern. 
ment influence in business management 
is an understanding of what thing 
managers are called upon to do. 

Such an understanding is needed by 
the thoughtful man in the street who 
now may ponder how government 
influence would aid the development oj 
an adequate number of managers of 
the required degree of ability. How 
would it improve the distribution of 
managers, as to field and rank, in 
accordance with the need for them’ 
How would it improve the focusing 
of their endeavors, and therefore the 
productivity of existing enterprises? 
How would it further stimulate them to 
carry administrative responsibilities’ 
How would it hedge their action in the 
interest of the general welfare and still 
maintain a satisfactory rate of economic 
progress? Such an understanding will 
aid the citizen to temper his 
expectations of a sweeping and rapid 
modification in the art of management 
in consequence of government regula 
tion. Italso may indicate the phases o! 
managerial work which, more that 
others, are suitable for such regulation. 

The responsibilities of business man- 
agers are of interest also to special 
groups of citizens. Bankers and 
intelligent private investors survey the 
managerial problems and _ staffs of 
enterprises before placing funds with 
them for use. Such investors contit- 
ually scrutinize managerial records it 
deciding whether to continue thei! 
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BASIC MANAGERIAL RESPONSIBILITIES 
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regularity of employment, and 
nditions of work. ‘They wish to be 
In in- 


employed by capable managers. 
creasing numbers they are learning of 


ithe problems of management through 


plans of employee _ representation. 


With improved business conditions, the 


better workers in each classification 
will show preference for work with 
well-managed firms. 

Managers, themselves, are interested 
in the nature of their work. They 
study the requirements of their jobs, 
question whether they are in positions 


© well suited to their capabilities, and 


endeavor to improve their services. 


Directors and top managers are 
concerned most directly with the 
content of managerships and the 
performance of managers. Such judg- 


ments underlie their actions: (1) to 
managers; (2) to develop 
understudies and continually to educate 


managers; (3) to compensate man- 
agers equitably; (4) to organize 
™ managerial work, prescribe official 


duties, and coordinate managerial re- 
sponsibilities; (5) to appoint and dis- 
miss managerial personnel. 

At present the senior executives 
previously mentioned classify basic 
managerial responsibilities under six 
titles. These are: 

Operating, or immediate executive 
responsibilities; 

Cooperating with associated man- 
agers; 

Negotiating with customers, sup- 
pliers, employees, or investors; 
Risk-bearing, i.e., recommending or 
making investments; 
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Advising, which is applied to pro- 
fessional service only; 

Visualizing and developing business 
opportunities and techniques. 


Executive Responsibilities 


In the opinion of the senior managers, 
every position they reviewed imposes 
executive responsibility upon its occu- 
pant. This responsibility is of minor 
importance, however, in a number of 
positions which were studied. In this 
class are positions of some research 
chemists, machine designers, sales en- 
gineers, and factory methods engineers. 
Relative to total job responsibility, the 
executive burden is of major importance 
in the positions of factory foremen, 
production managers, office department 
managers, planning supervisors, sales 
managers, and salesmen. Executive 
responsibility includes a number of 
component duties which may be in- 
dicated briefly. 

Understanding.—An executive is re- 
quired to understand the operations 
for which he is responsible and to keep 
himself informed constantly of the 
current progress of those operations. 

For this reason an executive requires 
intensive technical knowledge and ex- 
perience. He must be able to grasp 
and remember details. ‘To understand 
Variations in conditions, furthermore, 
he must be able to analyze and inter- 
pret his observations. ‘The salesman, 
for instance, must sense the interests 
of different buyers; the foreman must 
determine the causes of increases in 
unit costs. 

In positions of wide range, executives 
call upon others for current information. 
They keep abreast of developments by 
receiving oral and written reports. 
They know the uses and limitations of 
accounting and statistical data. Occa- 
sionally they supplement indirect in- 
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formation by field trips and personal 
inspections. 

Without an understanding of oper- 
ating details, an executive cannot give 
helpful instructions or have the con- 
fidence of his subordinates. To gain 
this understanding, he frequently exam- 
ines the record of his unit impersonally. 
He is hisowncritic. Disciplined habits 
of thought and basic personal honesty 
are required in this connection. 

Coordination.—An executive must co- 
ordinate and maintain balance between 
specialized or departmentized activities, 
with regard to their relative importance 
and urgency. 

Executives plan and replan their 
current programs daily. They pay 
attention to the relative importance of 
or need for the several current tasks or 
activities for which they are responsible. 
Alternative moves usually are open. 
The choice of one combination pre- 
cludes the use of another. Any choice 
has points of advantage and disadvan- 
tage, but these are not exactly predict- 
able. The executive, on the basis of 
his experience, endeavors to select 
those alternatives that appear to offer 
the best net results. 

This responsibility requires the ex- 
ecutive to be resourceful in adjusting 
his operating program to meet contin- 
gencies. In some positions this ability 
is particularly important. ‘That is the 
case, for example, in the management of 
a large production department, with 
special-purpose but complementary ma- 
chinery, used to process numerous 
custom-made products of high quality, 
within definite time limits. 

Other illustrations of coordination 
may be mentioned. A retail store 
manager adjusts his sales emphasis, 
stocks, and displays in accord with 
changing customer interest, and with 
intent to influence customer desire. A 


sales manager, with a score of gyb. 
ordinates, endeavors to direct thei; 
efforts in line with his understanding 
of current sales opportunities within 
his territory. The salesman of indys. 
trial goods, as another example, upon 
learning that a prospect is about to 
place a contract, arranges to present 
his proposition to that customer before 
the contract is awarded. He manages 
to do this in addition to giving attention 
to numerous other pending contracts 
in his territory. A purchasing agent, 
sensing a turn upward in the price of 
a basic raw material, arranges for 
funds and proceeds quickly to obtain 
bids and place orders for that commod- 
ity, notwithstanding the other purchas- 
ing problems which he is handling at 
the time. 

In all of these instances the managers 
are required to be resourceful in think- 
ing of alternative moves that are 
practicable with means available or 
obtainable. They are required to carry 
through their plans within existing 
time limits. ‘They prosecute numerous 
tasks simultaneously, and place relative 
emphasis upon each. They coordinate 
the specialized efforts of others, and 
thus unify those efforts. 

Delegating Responsibility. —A_ third 
executive duty is that of delegat- 
ing responsibilities and organizing sub- 
ordinates, with due regard to their 
qualifications and the burdens dis- 
tributed among them. 

This duty rests upon an understand- 
ing of the achievements and potentiali- 
ties of subordinates; it rests also upon 4 
knowledge of the demands made upon 
personnel by the work in hand. 

In visualizing a plan or pattern of 
organization, an executive considers the 
harmony in external and internal rela- 
tionships that probably will result 
therefrom. He considers the ability 
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and willingness of each subordinate to 

llaborate with others ina team. He 
decides to delegate some duties and to 
retain other duties at his level. He 
partici ipates in decisions regarding the 
delegation of duties at each lower super- 
visory level in his division. He dele- 
gates responsibilities definitely, and 
thus minimizes misunderstandings and 
-onflicts among subordinates. From 
time to time he judges the ability of his 
team to carry through its program 
He senses frictions and 
trains within it. He counsels or re- 
proves offending members. He revises 
the makeup of the team and the 
assignment of duties among its mem- 
bers. In carrying this responsibility 
a manager endeavors to clear his mind 
of bias and prejudice. 

A top executive exercises a high 
degree of skill in balancing special- 
ized experience and individual tempera- 
ments in a policy-forming group. To 
such a body he calls some men for 
their progressive influence and others 
for their conservative tendencies. His 
purpose is to stimulate improvement, 
but to have it planned along practicable 
lines, with recognition of the several 
specialized interests involved in each 
major problem. 

Executives Instruct Subordinates; They 
Inform Superiors as to Operating Condi- 
trons and Results.—With an understand- 
ing of subordinates’ previous experience, 
their habits and interests, a manager 
is equipped to inform and instruct 
them. He then can approach their 
standpoint in viewing their work. In 
onsequence, he gauges their capacity 
to grasp instructions. He makes the 
standards of acceptable work and the 
methods of doing work clear to each 
subordinate. 

_A manager’s further responsibility 
is to inform his superiors regarding 


successfully. 











conditions and developments in _ his 
department. Here, too, an apprecia- 
tion of the interests of his “‘audience”’ 
is necessary. The reports of a capable 
executive, whether oral or written, are 
comprehensive, thorough, and accurate, 
with no slighting of discreditable ele- 
ments or parading of creditable ones. 
His reports separate facts and inter- 
pretations. Thus he stimulates his 
superiors to form opinions of his prob- 
lems independently. In consequence 
they can safeguard him against error. 
His abilities to keep his superiors well 
informed about his problems and the 
progress of his work, to call upon them 
for guidance when guidance is advis- 
able, but not burden them unneces- 





grasp and competence, and his capacity 
for responsibilities of wider scope. 

Incentives.—To induce subordinates 
to carry out instructions by personal 
influence, judicious wage adjustments, 
and merited promotions is a fifth 
executive responsibility. 

A manager studies the effectiveness 
of various appeals in getting his sub- 
ordinates to act. A wage or salary, 
considered from this standpoint, has 
both rational and emotional force. It 
limits broadly an employee’s material 
comforts; it also presses upon that sensi- 
tive and powerful element in human 
nature, the desire to appear to advan- 
tage in the eyes of others. 

From another standpoint a wage or 
salary i is a payment for personal service 
in a competitive market. Skill in 
appraisal of that value, therefore, 1s 
essential to a business executive. ‘This 
skill of appraisal rests upon knowledge 
of going rates and of the spreads 
between the values of services of various 
types. It rests, further, upon close 
observation and accurate understand- 
ing of the individual’s contribution and 
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of the contribution that may be re- 
garded as typical of others in the same 
classification. Further points for study 
in each case are the nature and degree 
of improvement which the person is 
making in his work. The manager’s 
purpose is to fix a rate which reflects all 
of these considerations fairly. 

An executive, to the extent that is 
practicable, corrects or removes irrita- 
tions and repressions resulting from 
conditions of work. 

Motivation of a subordinate depends 
partly upon ability to arrange condi- 
tions of work or duties so that he can 
express himself or register his achieve- 
ment in his work. But such latitude 
cannot allow an individual to restrict 
unduly or to antagonize others in the 
team. Should that occur, the executive 
influences the employee to change his 
aims and methods sothat they approach 
those held generally by the group. 

In motivating others an executive 
often deals constructively with indi- 
vidual employee and group dissatisfac- 
tions or discouragements. He adjusts 
such difficulties at times by opening 
up new ways for employees to ap- 
proach goals or by modifying the goals 
themselves. 

A manager’s attention frequently is 
centered upon the work habits and 
standards of his subordinates. When 
those habits are kept at a satisfactory 
level, and working conditions are main- 
tained, the desired yield is almost as- 
sured. A manager, therefore, notes 
relaxed workmanship and sets up influ- 
ences that will restore work habits to 
the required edge. His disciplinary 
action is intended to build desired 
habits of workmanship and business 
conduct. He knows that it will be 
effective if it is regarded by the associ- 
ates of the person disciplined as fair 
and suitable to the individual case. 


In rewarding exceptional effort, jn 
granting vacations and leaves of ab. 
sence, and in selecting persons fo, 
promotion, a capable manager pays 
careful attention to the relative merit 
and potentialities of subordinates. 

Executive Responsibility Summar. 
ized.—An executive is called upon to 
understand the current potentialities of 
his department and the demands upon 
it. He is expected to adjust facilities 
and personnel by known methods, s0 
that the department will meet changed 
demands. These adjustments must be 
made promptly and economically. As 
a result of good executive work, a 
department obtains the required vol- 
ume of sales, or produces the required 
volume of goods or services of specified 
type or quality, when wanted, at costs 
within budgeted allowances. 

Executive responsibility, as defined 
in this analysis, does not include joint 
endeavors with other executives of 
equal rank, nor the development of new 
practices or standards. It refers to the 
direction, by a manager, of factors 
within his control, by methods familiar 
to him, toward objectives known to him 
and his superiors. 

Standards can be applied in judging 
and supervising ‘‘executive” perform- 
ance. To improve that performance, 
bonus payments which are directly re- 
lated to departmental showings, may 
be appropriate. Executive responsi- 
bility thus is notably different from 
other aspects of managerial work. 
Those other aspects relate chiefly to 
factors not controllable by the indi- 
vidual manager, or to pioneering moves 
rather than to the prosecution of 
familiar tasks. 


Cooperating with Associated Managers 


In an organized business the effec- 
tiveness of specialized managers 1s 
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offset, to some extent, by the extra 
effort on their part necessary to coordi- 
nate their individual endeavors. The 
aims of some departments appear, on 
the surface, to conflict with those of 
others. For example, production and 
sales departments disagree regarding 
the value of some types of orders for 
custom-made goods. Credit and sales 


de 
f 
, 


iepartments differ in their opinions 


of the desirability of certain cus- 
tomers’ patronage. ‘Technical depart- 
ments, with their interest in the long 
range advantages of improvement, run 
counter to the emphasis of the operating 
departments upon the known advan- 
tages of established methods. 

The manager primarily interested in 
improvement carries a heavier coopera- 
tive burden than the manager who 
; primarily an operating man. The 
manager whose situation requires him 
to ask his associates for change, for 
extra service, or for experimentation, 
must make his aims understood and of 
sufficient appeal to outweigh in the 
associates’ minds the immediate ad- 
vantage of following established rou- 
tine. He should win their cooperation, 
not obtain it by official decree, for in 
his development work he usually cannot 
prescribe closely the help he needs from 
associated managers. That prescrip- 
tion, furthermore, cannot be given by 
senior executives, who often are un- 
tamiliar with the details of his problems. 

The responsibility for obtaining co- 
operation is heavier when its advan- 
tages are deferred and uncertain than 
when they are immediate and definite. 
Chemical engineers, therefore, have 
‘requently an unusually heavy cooper- 
ating responsibility, when they ask 
that experiments be tried which are 
‘ully understandable only by a tech- 
hician. The development moves of 
mechanical engineers, generally speak- 
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ing, are more readily understood. Al- 
though a development engineer has no 
authority to supervise employees in an 
operating department, he should be 
able to enlist their watchfulness and 
care in carrying on development work 
in such a department. 

A chief planning clerk must win the 
cooperation of foremen, particularly in 
rearranging production schedules, so 
that delivery promises will be kept. 
Sales engineers must win the coopera- 
tion of sales managers and salesmen in 
revising routes, in timing calls, and in 
the placement of emphasis upon prod- 
ucts, classes of customers, or territories 
at specified times. 

It is difficult to win cooperation at 
long range. Managers who are re- 
quired thus to cooperate should be 
supervised with recognition of this 
difficulty. Such cooperation drains en- 
ergy and requires time, so that immedi- 
ate operating problems may suffer 
in consequence. Managers with this 
responsibility must make themselves 
understood in writing. With the emo- 
tional situation frequently present, they 
must edit their correspondence to be 
sure that itis diplomatic. This burden 
is evidenced by the voluminous and 
cordially worded correspondence from 
salesmen of custom-made industrial 
goods to the designing, estimating, and 
production departments at their respec- 
tive factories. If the same problems 
were handled in conference, the cooper- 
ative burden of the salesmen would be 
significantly reduced. 

The term “‘cooperation,” as used in 
this study, does not refer to the render- 
ing of prescribed interdepartment serv- 
ices of a routine nature. Such services 
can be included in the executive content 
of any position. When the relations, 
mutual obligations, or supplementary 
endeavors of executives in different 


> 
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branches of an organization, with re- 
gard to new or unusual problems of 
common interest, are not defined, how- 
ever, those managers must put forth 
extra managerial effort to attain their 
common objectives with a minimum of 
internal friction. The number and 
variety of such problems, their impor- 
tance, and the divergence of the special- 
ized viewpoints of other managers who 
are required to collaborate in their 
solution, are factors determining the 
importance of the “cooperating”’ ele- 
ment in a managerial position. 

To cooperate does not mean neces- 
sarily to do what an associated manager 
wishes, nor does it mean log-rolling 
within the managerial group. Mana- 
gerial cooperation is based upon regard 
for the welfare of a business as a whole, 
and upon recognition of the interde- 
pendence of its branches. Proposed 
cooperative measures should be judged 
by each cooperator with vision broader 
than the range of his immediate re- 
sponsibility. When differences of opin- 
ion arise as to the cooperation that 
should take place, discussion with a 
person of higher authority may be 
advisable. His more inclusive view 
often enables him to settle such issues. 

Failure of another manager to co- 
operate is a ready explanation of 
unsuccessful joint effort. Business 
organizations can be seriously harmed 
by such comment, which is quickly 
relayed about the official household. 
In a dynamic business organization, 
therefore, the assignments of responsi- 
bility for cooperation should be made 
with care. 

It is desirable that minor questions 
of method which arise in cooperative 
work be settled so far as possible at the 
source, so that the time of senior 
executives is not thus engaged. In 
many instances the parties most di- 


rectly involved in minor issues are bes; 
qualified to settle them on the score 
of knowledge of pertinent details. |; 
is readily understood, then, that breadt} 
of view, toleration, frankness, and 
ability to subordinate petty persona! 
considerations are of importance to the 
manager who is required to cooperate 
with his associates. 

We turn to several specific phases of 
the manager’s responsibility for cooper. 
ation with associated managers. 

Understanding the Work of Associated 
Managers.—In an organized business 
it is a responsibility of each manager 
to understand broadly the aims and 
problems of associated managers whose 
work supplements his own. 

Top management at times has been 
negligent in assisting junior managers 
to obtain this broad understanding. 
The position of top management natur- 
ally affords a comprehensive viewpoint. 
In the lower ranges, that viewpoint is 
hard to maintain, when close controls, 
such as those imposed by budgetary 
and cost accounting systems, focus a 
junior manager’s attention continually 
upon matters within his own depart- 
ment, upon local expenditures and 
services. Sometimes, as corrective in- 
fluences, junior managers have been 
transferred temporarily to other depart- 
ments, or they have been given com- 
mittee assignments which enable them 
better to carry joint responsibilities or 
to understand work related to their 
own. 

A primary responsibility in “co 
operating” is to understand associated 
managers’ aims and problems; to note 
opportunities for contributing to the 
advancement of common interests; t 
recognize diverging interests and dis- 
rupting influences; to determine t 
adjust such conflicts by intelligent an¢ 
unselfish methods. 
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Pooling Ideas.—In an organized busi- 
ness each manager is expected to call 
- consider without bias, and utilize 
‘jeas from technical specialists and 
other department managers with whom 

e cooperates. 

Many department managers receive 
cost. or statistical reports reflecting 
nancial or quantitative aspects of 
their departmental operations. By re- 
viewing these reports with the cost 
accountant, they add to the usefulness 
of the reports, stimulate their own 
thought, and encourage suggestions 
from the accountant. The manager of 
one production department may sug- 
gest that extra care be taken by 
another manager in whose department 
§ a product is treated before it reaches 
hisown. Possibly a specific suggestion 
isofered. Even though the suggestion 
would involve some cost in the prepara- 
tory department, the foreman of that 
department should give it careful con- 
sideration, and, if the net overall effect 


; a saving, he should unquestionably 
ask for authorization to adopt the idea. 
At times salesmen are able to offer 
to the production division suggestions 
which, if adopted, would fit a product 


better to users’ requirements. A nar- 
row or prejudiced attitude toward such 
suggestions prevents a manager from 


A manager who carries his coopera- 
tive responsibility well endeavors to 
verlook personal consequences in con- 
sidering suggestions from associated 
managers. He restrains false pride in 
ais personal or departmental practices. 
He deals with misapprehensions on the 
part of other managers, not as indica- 
tions of malice, but as conditions 
requiring better mutual understanding. 
in accepting or using an idea submitted 
oy an associated manager or techni- 
| specialist, a manager recognizes 


the source thereof, extends credit to 
the originator of the idea, and thus 
prompts that person to continue to 
offer suggestions. 

Give and Take.—When responsibility 
for a program is shared by several 
managers or technical specialists, each 
should influence the others actively, so 
that his experience and aims will be 
given due consideration by them. 

There should be give and take in the 
sharing of responsibility. Thus, a per- 
sonnel manager shares responsibility 
with operating executives for the morale 
in their departments. If he has good 
reason to believe that a foreman’s 
practices are harmful to employee 
morale, he properly confers with the 
foreman on the matter. His responsi- 
bility does not end there. If the fore- 
man and he cannot agree on policies and 
practices, they can submit the question 
to a common higher authority. It is 
desirable that such appeals be kept at a 
minimum, and that they be made only 
after the immediate parties have tried 
earnestly to find mutually acceptable 
solutions. 

A merchandise manager may wish 
salesmen to feature a new staple prod- 
uct prominently, but in case the sales 
manager believes that the plan calls for 
undue emphasis upon the item, he 
presents his objections so that they are 
given consideration. Only by frank 
interchange of opinion can all coopera- 
tors come to a common understand- 
ing, and collaborate whole-heartedly in 
the common effort. The ‘‘cooperator” 
who sits back in silence, who keeps his 
reservations and doubts to himself, 
handicaps cooperative effort by that 
fact; he withholds considerations from 
his associates that they should take 
into account. Even though his ideas 
may not change a decision, his attitude 
may warrant a change in the part 
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assigned to him in the carrying out of 
the program. 

Official relationships naturally must 
be regarded by cooperators. Some- 
times an objection should not be made 
directly. ‘Thus a foreman, sensing that 
a time-study man is antagonizing work- 
men, should discuss this matter with his 
chief so that the chief, if he wishes, can 
request the superior of the time-study 
man to reassign him. On the other 
hand, if a time-study man wishes to set 
rates for work which has not been 
properly standardized, the foreman 
should protest directly on the basis of 
his knowledge of the variables in the 
work. Both men in that case share 
responsibility directly for improving 
and standardizing the process and for 
establishing fair time allowances for 
its performance by workmen under 
controlled conditions. 

Collaboration.—In an organized busi- 
ness it is a responsibility of managers 
to collaborate whole-heartedly in fact- 
finding or experimental endeavors, even 
though such endeavors are of minor or 
negative interest to them individually. 

A clear distinction cannot be drawn 
between this responsibility and the 
responsibility for visualizing and devel- 
oping business opportunities. Here is 
emphasized the responsibility for col- 
laboration with others who are in charge 
of development work. 

To illustrate: the manager of a retail 
store, owned by a manufacturing cor- 
poration, is asked by a sales manager to 
test consumer demand for new mer- 
chandise in which the sales manager is 
interested. The completeness and dis- 
crimination with which the retailer 
reports upon test sales is certainly of 
consequence to his associate. 

Another illustration: a foreman is 


asked to process trial lots of goods that 
are to be made of new materials. 


The 


materials will facilitate operations jy 
another department. The new mz. 
terials will require more careful hap. 
dling in his department. The outcome 
of the experiment is uncertain. 

Integration.—In an organized bys). 
ness each manager is expected ty 
integrate differences of opinion with 
associated managers by considering 
uppermost the general welfare of the 
enterprise. 

Collaborating managers differ x 
times in their opinions of their mutua! 
obligations and in their opinions of the 
desirability of undertaking specified 
plans. Sometimes their immediate ip. 
terests, as previously pointed out, are 
not identical but somewhat opposed, 

Thus a credit manager may decid 
that a customer should be required to 
send cash with orders. The sales man- 
ager, upon receiving this statement, 
realizes that the terms will greatly 
increase the difficulty of obtaining 
orders from the customer. The sales- 
man concerned probably believes that 
an order presently will be obtainable 
from the customer as the result o 
careful cultivation. The salesman may 
vigorously maintain that the customer’ 
credit is excellent, that his place of 
business has every earmark of a thriving 
enterprise. The credit manager’s word 
is final, but sales at the time are badly 
needed. Clearly it is desirable for these 
men to settle their differences on the 
basis of what credit terms in this case 
are likely to result in the largest 
realizable net profit for the enterprise. 

Cooperating Responsibility Summar- 
ized.—In the recent study the senior 
executives stated that cooperating 
responsibility is important in _ these 
managerships in their company: sales 
engineer, production manager, person- 
nel manager, advertising manager, 
office methods engineer, cost account: 
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ant, time-study engineer, research chem- 
st, mechanical engineer, chief planning 
-lerk, sales service manager, merchan- 
dise development manager, buyer. 

It, therefore, is a broad responsi- 
bility of a number of managers in an 
‘ganized business to promote and 
maintain agreeable and _ intelligent 
cooperative relationships with their 
fellow managers and with technical 
Such relationships result 
‘om: endeavors to understand the 
problems of associated 
managers; unbiased consideration of 
suggestions from associates; active par- 
ticipation in shared responsibilities; 
wholehearted collaboration in experi- 
mental programs, even though they 
have minor or negative personal inter- 
st; and adjustment of differences of 
pinion with associated managers by 
viving first consideration to the general 
welfare of the enterprise. 

Ability to cooperate depends in large 
measure upon ability tooperate. When 
1 Manager’s executive duties overtax 
his abilities he finds it difficult to 
operate with others, not only because 
flack of time and skill, but because 
ie is unable to view their work and his 
wn with proper perspective. 

Thus all managerial responsibilities 
are related and interacting. Profi- 
iency in one promotes proficiency in 
the others. A manager’s work, more- 
ver, is variable. It is influenced by 
forces within his specialized depart- 
ment. It is conditioned also by devel- 
pments elsewhere in the enterprise 
and by broad environmental changes 
utside the individual firm. 

Therefore managerial work cannot 
be separated into independent elements 
¢ studied apart from its setting. 
a process of dissection would 

managerships unrecognizable 
and lifeless. 


associates. 


aims and 


re nder 


Negotiating 


Under the familiar business system, 
with the privilege of free enterprise, 
the right to contract, and the reliance 
upon price as a regulator of business 
endeavor, an important responsibility 
of managers is that of determining and 
drawing contracts with customers, sup- 
pliers, employees, and investors. This 
responsibility is termed negotiating. 
Recently the relations of business 
firms with competitors, with the general 
public, and with government agencies 
have increased in significance. Dealing 
with these interests, therefore, is in- 
cluded under “negotiating.” 

In some lines of business the indi- 
vidual transaction is negotiated, as in 
the sale of a large quantity of custom- 
made goods, or in long-term financing. 
In other lines negotiation is generalized; 
the negotiator fixes a price for all buyers 
or sellers and allows it to stand until 
experience dictates that a revision is 
warranted. This method is common 
in retailing. It is usual in making 
contracts with members of well-defined 
wage-earning groups. In individual- 
ized negotiations shrewdness in sensing 
advantages, in emphasizing them, and 
personal force in swinging a decision, 
are valued abilities. Negotiating of 
the general sort is more impersonal and 
analytical. 

In conducting negotiations a manager 
is required to recognize and judge 
partisan interests. He needs to know 
the legal essentials of contract making 
and to recognize his personal limitations 
in acting as his own legal counsel. 

Because of the importance of satis- 
factorily continuing relationships with 
customers, suppliers, employees, and 
investors in many lines, negotiations 
in those fields are not conducted with 
intent to gain maximum temporary 
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advantage in individual transactions. 
‘The manager in such relationships pro- 
poses contract terms with regard to 
both immediate and longer range 
considerations. 

A firm’s negotiating methods are 
influenced by the nature of its com- 
petition and the ethics of its managers. 
Some methods are in a twilight zone. 
They may injure trade associates and 
creditors. ‘The loss to other interests 
as a result of these practices may be 
far greater than the advantage to the 
firm engaging in them. ‘The negotiat- 
ing practices of managers, therefore, 
have become of concern to the business 
community itself. 

In this aspect of managerial work, 
furthermore, decisions usually are spec- 
ulative to a considerable degree. The 
dynamics of economic life make con- 
jecture unavoidable. From time to 
time the business community generally, 
in its conjectures, errs either in over- 
optimism or undue pessimism. But 
time alone has made such errors clear. 
The consequences of such errors— 
booms and depressions—with their seri- 
ous social costs, have aroused the hope 
in many minds that ways will be found 
to stabilize economic life in greater 
degree. Because negotiating practices 
of managers influence directly the work- 
ing of the competitive system as a 
means for selecting and developing 
business enterprise in the public in- 
terest, and because they influence 
directly the working of the price system 
in regulating business activity and in 
distributing incomes among millions 
of individuals, those practices have been 
and will continue to be the objects of 
public concern and regulation. Nego- 
tiating responsibility includes a number 
of more specific functions. 

Judging Values.—A_ negotiator is 
called upon to judge the advantages, 


disadvantages, and money values, t 
his firm and to the other party, of 
the goods, services, or rights offered 
for exchange or rent, and the value; 
of alternative goods, services, or right; 
available in the market. 

The operations of the purchasing 
agent and personnel manager illustrate 
this responsibility. These officials ep. 
deavor to identify and appraise qualita. 
tive differences in goods and services: 
they endeavor to keep informed of the 
terms of sales made currently in the 
market. The buyer of goods considers 
also the reliability of suppliers, their 
readiness to make delivery, and their 
credit terms. 

Some markets are finely adjusted, so 
that prices within them at any time 
are near one level. Other markets 
are poorly adjusted; at a given time, 
the spreads which exist between current 
prices do not reflect accurately the 
relative merits of the products being 
sold. ‘This condition may have numer- 
ous causes, but whatever the explana- 
tion, such a market offers lucrative 
opportunities for the skillful negotiator. 

Negotiations often precede specula- 
tive purchasing or short selling. Those 
ventures usually extend over quite a 
period of time, however, and they are 
included in this study under “risk 
bearing.” 

As a negotiator, a manager is ei- 
pected to obtain favorable terms rela- 
tive to those current in the market for 
comparable goods or services. His 
ability to judge values depends upon 
his experience and upon continuous ané 
alert contact with markets. Respons- 
bility for negotiating extends well down 
the managerial lines; it is exercised by 
salesmen, by assistant buyers, and to 
some extent by foremen. 

Bargaining.—A manager, in his nego 
tiations, is required to bargain skillfully, 
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n a proper ethical level, with insight 
as to the appeals which his goods, 
rvices, and terms have to the other 
party. 

The salesman’s work illustrates this 
sponsibility best. His services in 
-his connection are, first, to arouse the 
rospect’s desire, and then, to feature 

s wares as the means to satisfy that 

ire. The retailer uses display to 
sipplement oral salesmanship; the ad- 
vertising Manager uses printed or 

echanized mediums. All perform the 
me function essentially, although 
heir techniques differ. 

Contracting.—It is a negotiator’s 
further responsibility to conclude clear, 

id, and mutually advantageous con- 
tracts, which retain for his firm a 

ior part of trading margins and the 

ntinuation of desirable business 
tionships. 

The first part of this statement 
equires no elaboration. Contracts 
should be stated clearly to prevent 
misinterpretation and _ controversy. 
(hey should not be subject to evasion. 

[rading margins exist because the 
valuation of an article at a given time 
and place by different buyers and sellers 
results in different appraisals. The 
real estate market illustrates these 
diferences clearly. In that market 
prices are not finely adjusted, and a 
given property may have a subjective 
value to some individuals considerably 

excess of the prices which other 
buyers would pay. The alert trader in 
such a situation can obtain a higher 
price than the indifferent negotiator. 

Custom-made products with narrow 
markets offer more opportunity for 
negotiation than do standardized prod- 
ucts. A custom-made article can be 
modified and its price refigured with 
each substantial change. A variety of 
terms can be offered. In the arrange- 





BASIC MANAGERIAL RESPONSIBILITIES 297 


ments for special design, put up, de- 
livery, and terms of payment, the 
skillful negotiator may retain for his 
principal a major part of the spread 
between the minimum price he is 
authorized to accept and the maximum 
price which the buyer would pay for 
the product. A trading margin in the 
sale of an individualized product results 
from its distinction and the difficulty 
of classing it with other products. The 
width of this margin is influenced at all 
times by the market information pos- 
sessed by the negotiators. 

In the purchase and sale of standard 
commodities, particularly those sold 
on exchanges, the trading margin at any 
time is negligible; hence negotiation is 
a small element in those trades. The 
prices of other products, whose qualita- 
tive differences are closely appraised 
by both buyer and seller, likewise are 
determined within narrow margins. In 
all instances where trading margins are 
substantial, however, alert prospecting 
and shopping by the manager is defi- 
nitely included under his responsibility 
for negotiating. Whether he is buying 
or selling, his alertness in knowing the 
market and his keenness in judging 
comparative values regulate the pre- 
mium upon his services. 

In retail pricing, the negotiator 
thinks of the market more generally. 
His interest is to set a price that will 
yield the largest net return above costs. 
In some lines, prices are fixed for a 
time with regard to one class of buyers, 
then adjusted for another group. In 
fixing a wage rate, likewise, the com- 
posite of wage earners of the classifi- 
cation in question is considered. ‘The 
rate set is intended to attract and retain 
the number of workers of the required 
capacity which are needed. 

In some businesses, repeat orders 
from customers are essential. In busi- 
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ness firms generally, the continuation of 
individual employment contracts is 
desirable. In such cases the sharing of 
the trading margin may be tempered. 
Instead of either party pressing for 
the greatest obtainable advantage at 
any time, each may pursue a moderate 
policy. Practices in this matter are 
not consistent, either among the firms 
in a given trade or industry, or on the 
part of one firm as it encounters first 
a buyer’s and then a seller’s market. 
Where continuing business relation- 
ships are important, the salesman pays 
attention to the buyer’s satisfaction 
with prior orders. In his endeavors to 
secure additional business, he stresses 
the reliability and service of his firm 
as well as the qualities of his goods. 
This type of negotiation, for example, 
is noted among salesmen who represent 
manufacturers of wide lines of con- 
sumer goods, distributed through whole- 
sale and retail channels. Similarly, 
where the cost of labor turnover is 
high and where full employee coopera- 
tion is essential, personnel managers 
and operating managers adopt liberal 
wage policies and spread available 
work. The endeavors of financial ex- 
ecutives to maintain dividend rates in 
1930 and 1931, and thus hold investors’ 
favor, illustrate likewise a tempering of 
negotiations in the interest of goodwill. 
Adjustments.—A fourth responsibil- 
ity of the negotiator is to adjust 
controversies with contractors on a 
mutually satisfactory basis, and to make 
concessions in such controversies when 
necessary to salvage greater values. 
This responsibility is carried par- 
ticularly by salesmen, by credit and 
collection managers in dealing with 
customers, by purchasing agents in 
dealing with suppliers, by production 
and personnel managers in dealing with 
employees and employee representa- 


tives, by treasurers and presidents jp 
dealing with stockholders and trustees 
for creditors. 

Many moves are open to a manager 
in handling controversies. His dis- 
crimination in their use is all-important, 
His manner of conducting his case js 
of consequence. He can be concilia- 
tory and painstaking in his exploration 
of the points at issue, or he can be 
belligerent and unyielding. He may 
compromise or defy a strike threat or a 
foreclosure suit. He may stand on his 
legal rights or suggest arbitration. 

Methods of carrying this responsi- 
bility may be indicated, but practices in 
any case will depend upon the personali- 
ties and circumstances connected there- 
with. Negotiating skill, therefore, is 
truly an art, adaptable to countless 
variables and alternatives. The re- 
sponsibility is carried appropriately 
by persons with keen insight as to the 
motives, resources, and determination 
of others, the appeals that various 
proposals will have to them, the influ- 
ence that ways of dealing will exert 
upon them. In addition, managers 
who carry this responsibility must be 
resourceful in changing their plans to 
meet rapid changes of front on the part 
of their adversaries, and yet must be 
able to drive forward toward an ac- 
ceptable settlement. Often the highest 
skill is shown in a negotiator’s choice 
and timing of concessions so that these 
will salvage greater values for his firm. 

Improving Trade Practices—A ne- 
gotiator is required also to work with 
competitors and customers to improve 
trade practices and minimize com- 
petitive wastes. 

This responsibility has been increased 
by the NRA, which permits competing 
business firms to agree upon trade 
practices and to bring suit against 
infractors of such regulations. ‘The en- 
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jeavor to improve trade practices has 
been going forward for some years, 
although the development was not 
‘mpressive prior to 1933. It appears 
that such endeavors depend definitely 
ypon group action and upon the ability 
‘ leaders in a trade to win general 
support for progressive action. If the 
recalcitrant minority is _ large, an 
attempt to raise trade practices is 
doomed to failure. This was the case 
n some of the local service industries 
and it resulted in the breakdown of 
their NRA codes. 

Marketing executives, more than 
others, have been concerned with code 
writing and code enforcement. Per- 
sonnel managers and accountants have 
contributed to the drafting of codes. 
All three types of executives have a 
considerable burden in seeing to it that 
their firms adhere to code provisions. 

Some problems in this field are: the 
elimination of unnecessary grades and 
varieties of product; quantity price 
differentials which are out of proportion 

) actual economies effected through 
quantity purchases; buyers’ privileges 
to return goods; honest classification, 
marking, and billing of products; piracy 
of designs; open-price systems; stand- 
ardization of trade terms; distribution 
{ gifts and samples to customers and 
buyers; restraint of distributors in their 
sales of manufacturers’ branded mer- 
chandise at cut prices to attract patron- 
age to their stores. 

_In these matters interests are not 
S identical, nor are the benefits of a 
given policy to any individual firm 
determinable in advance. In the draft- 
ing of trade practices, accordingly, 
persuasion and compromise are re- 
quired. Later, when violations are 
suspected or discovered, compliance 
problems arise. The aim then is to 
secure whole-hearted adherence to the 








code by the recalcitrant firm, but the 
best method of obtaining that result 
may be uncertain. Unwilling compli- 
ance is not desirable, for methods of 
evasion often are open and their use 
difficult to prove. It is to be noted, 
therefore, that competitive relations 
recently have become a new field for 
negotiating skill on the part of managers 
of progressive enterprises. 

Public Relations.—A sixth responsi- 
bility of the negotiator is that of safe- 
guarding the interests of his firm in 
relations with the general public and 
with government agencies. 

Top managers, chiefly, are concerned 
with public relations. Some problems 
of this nature are the attractiveness of 
properties, participation in community 
welfare programs, character of adver- 
tising, representation before public and 
semi-public bodies, positions taken in 
legal and labor controversies, coopera- 
tion with administrative branches of 
government. 

From the survey of negotiating re- 
sponsibility it is clear that this burden 
rests heavily upon purchasing agents, 
sales managers, advertising managers, 
salesmen, and credit managers. It is 
considerable with personnel managers 
and factory executives who deal with 
employee spokesmen under plans of 
employee representation or with labor 
union leaders. It is small or negligible 
with foremen, accountants, office exec- 
utives, comptrollers, sales engineers, 
chemists, and mechanical engineers. 


Risk Bearing 


Dynamic conditions generate risks. 
According to our practice of free enter- 
prise, managers, investors, wage earn- 
ers, and other producers voluntarily 
undertake the risks imposed by inven- 
tion, by nature, and by the changing 
desires and interests of customers and 
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the public. If production were state 
controlled and operated, natural haz- 
ards would remain. Furthermore, the 
managers of state enterprise would run 
risks in case they produced on a large 
scale in anticipation of consumption. 
Such production in agriculture and in 
mechanized industry is necessary. The 
regimentation of consumption and the 
standardization of goods and services 
would materially reduce this risk, if 
those steps were politically feasible. 
Under state control of production the 
incidence of loss as a result of unfore- 
seen developments would be upon the 
public as a whole, rather than directly 
and immediately upon the producers 
themselves as it is under the familiar 
system. 

An experienced retailer, who invests 
funds in a_ well-diversified, seasonal 
supply of consumable staples for which 
there is a general demand does not run 
substantial risk. When forward buy- 
ing is done generally on a large scale, 
however, and commodities several 
stages removed from consumable form 
are piled high in warehouses, the risk 
connected with inventories is greatly 
increased, as was demonstrated in the 
collapse of 1920-1921. 

Expenditures which involve large 
risk are those for highly specialized 
equipment and those for the develop- 
ment and promotion of new products or 
services. ‘The outcome of such invest- 
ments is highly uncertain. It is difh- 
cult, moreover, to salvage much of 
value when those investments turn out 
poorly. 

Through insurance some _ business 
risks may be redistributed and shared 
by investors who are not owners of an 
enterprise. Whether such risks in a 
business should be insured is a ques- 
tion of policy to be decided by its 


managers. 


Apportionment of Effort and Expend;. 
tures.—Managers are required to appor- 
tion effort and expenditures wisely 
among current projects under thei; 
control which have uncertain yields, 

Although this responsibility border; 
upon “operating,” the two are djs. 
tinguishable. ‘This duty calls for judg. 
ments as to objectives, and as to the 
effort and funds to be expended upon 
current projects in one’s own depart. 
ment which have uncertain yields; 
“operating” is the duty of prosecuting 
familiar projects. 

A good illustration of risk bearing js 
furnished by an advertising manager 
in the selection of appeals and methods 
of publicity. He expends funds with 
some uncertainty. The merit of his 
ideas, moreover, cannot be conclusively 
demonstrated because their influence 
cannot be isolated. A _ retail store 
manager who merchandises specialties 
likewise assumes risks. But he can 
minimize risk on individual lots of 
merchandise. He can test his market 
with a trial order, and later he can 
purchase on a hand-to-mouth basis. 
Salesmen in the industrial goods field 
take risks constantly in investing their 
efforts in the cultivation of prospects. 
Such investments, although made with 
careful discrimination, are frequently 
lost. The extra speeding of machinery 
and the use of old equipment to process 
urgent orders illustrate risks taken by 
production managers. All managers 
take risks in the selection and train- 
ing of personnel for key positions. 
The persons they train may prove 
unsuccessful. 

Technical specialists are expected to 
focus their efforts with discrimination 
upon the problems or lines of develop- 
ment assigned to them. The test 
of promise is commercial rather than 
scientific. Thus a time-study or meth- 
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ds engineer, in reorganizing work, 
's expected to recognize the law of 
diminishing returns in the application 

f his own effort to a project, and to con- 
jude his experimentation when he has 
-orrected major wastes. ‘The chemist 
is expected to test his deductions as 
quickly as possible and to eliminate 
infruitful lines of experimentation. He 
is asked to be a good investor of his own 
time in the projects assigned to him. 

The development of a product in- 
volves the apportionment of effort. 
Effort may be focused upon the pack- 
age, upon changes in the design of the 
product, or upon the substitution of 
base materials. Each of these ques- 
tions requires decision and each in- 
volves risk. 

An office manager shoulders risk 
when he endeavors to simplify clerical 
methods. The saving realized may 

t repay his efforts. A buyer shoul- 
ders risk in concentrating his purchases 
among fewer suppliers and in changing 
‘rom an established to a new trade 

nnection. 

Appraising Risks.—It is a further 
duty of some managers to appraise 
risks involved in proposed develop- 
ments and ventures, and to make 
recommendations regarding the desir- 
ability of undertaking them. 

This responsibility parallels that of 
visualizing and developing business 
opportunities. It is carried generally 

technical specialists. In addition 
to the discovery of opportunities, these 
men are required to advance the proj- 
ects that have the best prospects of 
| Because of their close contact 
with a venture, their judgment on 
its technical aspects is given weight. 
While self-interest causes them to exer- 
cisé Care in stating their findings and 
recommendations on technical matters, 
a broader view is expected of them. 


SUCCESS. 


While they may not decide upon invest- 
ments in development work, they 
influence such decisions. They are 
expected, therefore, to scrutinize the 
economic aspects of each project as- 
signed to them. 

A technical specialist properly limits 
his report when he is given only partial 
phases of a project to consider. ‘Thus 
he can determine production methods 
and costs only when volumes are given 
him. An engineer who has been limited 
to the production phases of a venture 
should not be held for costs higher 
than his estimates, when those costs 
result from the production of smaller 
volumes than those he was given to use 
in his investigation. But such splitting 
of problems is questionable. ‘The spe- 
cialized technician may well be asked 
to confer with the other investigators 
working upon a problem, so that his 
studies will be made with better 
perspective. 

Operating managers carry risk in 
recommending developments and ven- 
tures within their jurisdictions. ‘Their 
opinions are relied upon because of their 
familiarity with the background of their 
proposals. Frequently, senior execu- 
tives or directors who make appropria- 
tions are not qualified to refute the 
technical or financial bases of such 
recommendations. 

A manager or technician shoulders 
risks in submitting recommendations 
which refer, ¢.g., to any of the following 
proposals: the launching of a new 
product; the extension of sales activities 
into a new territory; the use of mission- 
ary salesmen; the purchase of new 
machinery; the reorganization of work 
to utilize a cheaper grade of labor for 
part of a process; the further mechani- 
zation of work by installation of con- 
veyor systems and semi-automatic or 
automatic machinery; the revision of 
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prices or terms of sale to attract patron- 
age; the use of a new plan of compen- 
sating employees; the substitution of 
direct mail for personal selling in stated 
territories; the installation of a Diesel- 
electric generator to supplant a source 
of purchased power. 

This responsibility for making recom- 
mendations regarding investments in 
operations or projects is carried by 
senior and junior executives and by 
technical specialists. It is carried to 
an outstanding extent by a comptroller 
who, after reviewing projects through- 
out a business organization, recom- 
mends the apportionment of funds. 
Responsibility similar in nature is car- 
ried by a purchasing agent who is 
expected to engage in forward buying, 
subject to the approval of senior execu- 
tives, when advantageous opportunities 
present themselves. 

Officials who recommend changes 
in prices and terms of sale carry 
this responsibility. Production man- 
agers likewise bear risk when they state 
the ability of their departments to 
fulfill important contracts which specify 
urgent completion. 

Selection of Risks.—Some managers 
appraise business risks and select those 
to be undertaken by their respective 
enterprises. 

In an organized business this respon- 
sibility ordinarily is concentrated in its 
directors and senior managers, who 
have a comprehensive view of the 
operations of the enterprise. These 
managers, moreover, are familiar with 
its finances. 

The responsibility is carried in a 
limited degree by managers not of 
senior grade. ‘The credit manager, for 


example, selects risks when he approves 
the extension of credit to customers. 
A merchandise manager assumes risks 
when he places orders with suppliers or 


factory departments. His orders re. 
sult in capital commitments. His de. 
sire to secure low unit cost through 2 
quantity order is tempered by his 
estimate of the difficulty of selling a large 
quantity at profitable prices. The net 
outcome of such a decision is uncertain. 

Officials who set prices and terms 
necessarily bear major risks. Those 
who authorize forward buying and 
those who sign contracts for future 
delivery of non-existent goods likewise 
assume serious risks. 

Major risks are carried by managers 
who decide proposals to expand the 
plant, to restrict or diversify merchan- 
dise lines, to extend operations into new 
territories, or to engage in an allied 
business. 

Advising 

The benefit of specialized experience 
broader than that of an individual firm 
may be desired by its managers. They 
may draw upon this related experience 
by employing advisers, either on a 
full-time or a part-time basis. The 
specific responsibilities of advisers may 
be stated as follows: to keep informed 
regarding developments in their special 
fields; to select, develop, and use 
sources of current professional informa- 
tion; to analyze and interpret profes- 
sional information and experience with 
discrimination and balance; to relate 
it to current or proposed operations 
of their clients, and to advise them 
accordingly. 

Advisory work to business firms 1s 
performed, for example, by lawyers, 
physicians, chemists, engineers, an 
tax experts. 


Visualizing and Developing Business 
Opportunities 


The occupants of every position 
surveyed in this study are expected to 
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visualize and develop business oppor- 
tunities. Only executive responsibility 
‘s more generally required of managers. 
The emphasis placed upon development 

{ methods and opportunities ranges 
between 10% and 60% of the total 
managerial burden of selected positions. 

Detecting Opportunities.—Managers 
are required to detect opportunities for 
economies, betterments, and profitable 
commercial ventures. 

This responsibility is carried particu- 
larly by operating men—by production, 
sales, warehouse, and office managers. 
They are expected to question existing 
practices. An operating manager may 
not be required to shoulder the detailed 
work of invention and development, 
It is his responsibility to 


provide facilities for technicians in 
their experiments and studies, and to 
give them the full benefit of his experi- 
ence and constructive criticism. 
Technical jobs also impose the 
responsibility both for visualizing and 
for developing business opportunities. 
Thus, time-study, methods, and sales 


agents are expected to question 
practices in their fields in a constant 


| drive for progress. 


Cost accountants, statisticians, and 
comptrollers are expected to glean 
These 
critics aid in detecting opportunities, in 
setting warning signals, and in measur- 
ing progress. Thus they focus the 
attention of operating managers upon 

nditions that require improvement. 

Devising Improvements.—It is a fur- 
ther managerial responsibility to devise 
or discover improvements or savings 
in materials, merchandise methods, 
facilities, and internal organization, 
and to exploit profitable, commercial 
pportunities. 


The inventions called for in some 
positions are not spectacular; they con- 
sist rather of many small and proximate 
moves. These, in total effect, are 
of considerable importance, and they 
usually yield immediate profits. Posi- 
tions which impose responsibility for 
devising minor improvements or for 
realizing minor commercial opportuni- 
ties are those of methods and mechani- 
cal engineers, time-study engineers, 
production managers of intermediate 
grade, sales managers, specialty sales- 
men, market analysts, retail department 
managers, chief correspondents, cost 
analysts stationed in operating divi- 
sions, merchandising assistants, sales 
service managers, warehouse managers, 
and traffic managers. 

Occupants of some other managerial 
positions are required to develop 
methods or to exploit opportunities 
of major importance. These managers 
undertake risks necessarily. Their de- 
velopment work calls for a high degree 
of imagination. Often it extends over 
long periods. They must be critical 
of their own endeavors, notwithstand- 
ing their drive toward the desired 
results. 

Furthermore, the responsibility in 
connection with any development is 
a continuing one. A manager must be 
able to translate his visions into realiza- 
tions with the help of others. Here 
““cooperating”’ merges into the respon- 
sibility for developing. A manager 
with responsibility for major develop- 
ments must overcome the inertia of 
associates and win their help in his 
pioneering endeavors. He must de- 
velop in himself resourcefulness and 
vigorous determination so that he can 
meet unforeseen obstacles and the 
redoubled efforts of competitors. He 
must be painstaking with a program 
until it is working smoothly, and even 





304 HARVARD BUSINESS REVIEW 


then be alert to possibilities for its 
further improvement. 

Positions imposing responsibility for 
bringing about major improvements 
are generally of high rank. All operat- 
ing executives in charge of major 
divisions or departments carry this 
burden. In addition, specialists indi- 
cated by the following titles may share 
the responsibility: supervising chemist, 
merchandise manager, industrial engi- 
neer, sales engineer, comptroller, senior 
designer, supervising mechanical engi- 


neer, supervising accountant, office 
service manager. 
Development of Subordinates.— 


Managers are expected to arouse the 
ambitions and develop the talents of 
outstanding subordinates. 

This responsibility is most important 
among top managers, where the need 
for capable understudies is beyond 
question. In all levels, however, an 
educational interest in outstanding sub- 
ordinates is a managerial obligation, 
although the planning and assignment 
of work for definite educational pur- 
poses is easily deferred. To prevent 
neglect of this matter, its follow-up 
and facilitation may be made the 
special concern of a staff official who 
reports directly to a senior general 
officer. 

Long-range Planning.—Top managers 
are required to make comprehensive, 
long-range plans for improvement of 
operations and increase of net profit, to 
relate such plans to existing conditions, 
and to carry them forward, notwith- 
standing the pressure of immediate 
problems. 

The farsighted control and develop- 
ment of a business is centered in its 
directors. They share the responsi- 


bility to some degree with top operating 
managers and advisers, such as the 
comptroller, the economist, and the 


personnel manager. All of these map. 
agers concern themselves with interna; 
and external trends. An established 
business which has relationships with 
numerous employees, investors, sup- 
pliers, and customers, requires guidance 
analogous to statesmenship. 


Relative Emphasis upon Major 
Responsibilities 


It is clear from the preceding dis. 
cussion that the specialized managerial 
jobs studied in this survey differ consid- 
erably among each other, even though 
they generally impose certain basic 
responsibilities. ‘The senior managers 
who made the survey expressed opin- 
ions as to the relative importance of the 
several basic responsibilities in each of 
the jobs which they reviewed. This 
placement of emphasis was sought as an 
aid to the formation of judgments re- 
garding the work and progress of 
individual managers. ‘Table I presents 
the top managers’ placement of em- 
phasis upon stated managerial responsi- 
bilities in positions selected from among 
those studied. 

This table presents judgments in 
mathematical terms even though the 
figures are known to be approximations. 
These figures refer to specific positions 
and, therefore, they are not to be 
regarded as typical. In fact, they 
illustrate differences between manager- 
ships that might be regarded as similar. 
Thus Chief Clerkship R is different 
from Chief Clerkship $. The work of 
Section R is routine and mechanical. 
Section S renders service upon num- 
erous special requests. Another dif- 
ference: salesmen of Line D_ sell 
custom-made goods to commercial and 
industrial users; salesmen of Line C 
sell standard merchandise to whole- 
salers and retailers. The table illus 
trates the use of the broad responsibility 
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-ategories to express and contrast the placement of emphasis illustrated in 
ntent of managerial positions. Table I. Thus monetary values were 


Comparisons of Managerships in assigned to the performance of each 
Fundamental Terms.—Such categories basic responsibility included in a 
made it possible to rate the managerial managership. Finally, the top man- 
-ontent of one job in terms of the agers contrasted the appraisals thus 
managerial content of other jobs which derived. They considered in order 


Taste I. ImporTANCE OF STATED RESPONSIBILITIES IN SELECTED MANAGERIAL 
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were in the same or even in other fields. each basic responsibility in the man- 
hus the executive content of Produc- agership under examination; they 
ion Managership 1 may have been identified a comparable responsibility 
rated as 125% of the executive content in some other managership; and they 
Production Managership 8; the listed its imputed value. They com- 
perating content of Production pared the total of such comparable 
Managership 1 may have been rated as_ values for all the basic duties included 
ughly equal to the cooperating con- in the job, with the existing salary 
‘nt of Sales Managership 12, and so_ paid to its occupant. 
rth. Each current salary considered The executives in their studies found 
is apportioned according to the _ that these comparisons were significant 
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in rating managerships ordinarily filled 
by promotion or transfer. The com- 
parisons were less significant in rating 
managerships that could be filled by 
the employment of outsiders. In this 
second group of positions, market con- 
ditions, not internal comparisons, had 
determining influence. The execu- 
tives found also that such comparisons 
were not reliable when applied to 
positions calling for highly specialized 
and rare abilities. In this process of 
comparison, all appraisals were cor- 
rected for the over-par or under-par 
performance of the occupants of the 
positions under review. 


Bases for Supervision of Managers 


To be of use these job responsibility 
patterns must be supplemented by 
ratings of the proficiency of each man- 
ager in each of his major responsibili- 
ties. In these personal ratings the top 
managers express each proficiency esti- 
mate as a percentage of a standard of 
excellence which they regard as nor- 
mally obtainable from managers in 
comparable positions. Table II indi- 
cates the process. 
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In their review, the senior managers 
consider, first, the job itself, the respon- 
sibilities involved, and their relative 
importance. Secondly, they appraise 


the occupant’s proficiency relative to 
the quality of service which they 


believe to be normally obtainable from 
occupants of similar positions. Any 
particular merit or shortcoming is given 
proportional weight; it is not allowed 
to influence the entire judgment. Two 
or more senior managers Participate 
in the survey of each job; ordinarily 
the top superior of a given manager 
rates the personal proficiency of that 
manager. 

The review focuses attention upon 
responsibilities and achievements, not 
upon abstract qualities or descriptions 
of personality traits, such as “indus 
try,” “reliability,” “‘is cheerful under 
adverse circumstances,” or “‘is liked 
by associates.” Relationships among 
these or other designated qualities, and 
the degree of success attained by indi- 
viduals in given managerial positions, 
are still speculative. Managers with 
quite different qualities or abilities are 
able to attain equally satisfactory re- 
sults by the use of methods suited to 
their individual personalities. 

In the judgment of personal traits, 
moreover, any one of us is prejudiced 
by his own standards. More reliable 
for administrative purposes than such 
ratings are judgments of the degree oi 
success in discharging specific job re- 
sponsibilities. This approach builds a 
usable groundwork for supervision, de- 
velopment, and compensation of the 
individual manager. 


Managerial Responsibility and Econom 
Progress 


The basic managerial responsibilities 
just described indicate the key position 
of managers in our highly organized 
economic system. Because they ar 
in immediate control of that system, 
they should take a leading part in 
efforts to bring about greater stability 
and further improvement in economic 
well-being. 
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_ The results that have been achieved 
vy business managers within their re- 
st pective firms win the observer’s ad- 

niration and convince him that our 

mpc economic order would col- 

lapse if the managerial contribution 
were withdrawn. He sees that man- 
agers vastly increase the inherent pro- 
ductive powers of their fellow men and 
f nature. Managerial and technical 
skill not only is the keystone of the 
arch which supports our plane of 
living; it is the chief factor in bringing 
about economic progress. 

The existing ills and difficulties of 
economic life indicate, however, that 
excellence of administration of the 
individual firm is not sufficient to safe- 
guard the economic health of that firm 
or of the economic system of which it 
isaunit. No longer can it be said that 
if each looks to his own, the general 
welfare will be assured. ‘That doctrine, 
now so large a part of our philosophy, 
lates from Adam Smith and his con- 
temporaries of one hundred and fifty 
years ago. Its original premises are 
no longer characteristic of our economic 
world, 

The business order which Smith knew 
was not characterized by the existing 
omplex specialization of producers, 
including wage earners and salaried 
employees; the separation of a large 
majority of the population from the 
means of subsistence; the concentration 
f the population in cities and towns; 
iniversal suffrage and the ultimate 
lemocratic control of government; the 
accessibility of millions of voters to 
both statesman and demagogue; con- 
tinual discoveries and inventions affect- 
ing every man in his work and play, 
and laying great emphasis upon satis- 
‘actions that material devices may 
bring; the absence of class and caste, so 
that great numbers of the population 
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aspire to better standards of living and 
feel convinced that those higher stand- 
ards are or should be attainable by 
them; the great diversity of products 
now available to any consumer who 
possesses funds with which to buy 
them; the postponable nature of many 
purchases of semi-durable and durable 
goods, now generally included in stand- 
ards of living, thus subjecting the 
economic system to violent jars from 
irregular demand; the long periods of 
time, intricate collaboration, and nu- 
merous changes of ownership that mark 
the processes of converting raw ma- 
terials into consumable goods; the ir- 
revocable commitment of a large part 
of the capital of society in fixed rather 
than in convertible forms; the mobiliza- 
tion of funds from numerous investors 
of limited means; the separation of 
investing and managing; the mechani- 
zation of production and its operation 
on a large scale; the key position of 
managers, whose actions influence large 
numbers of employees, investors, cus- 
tomers, and their families; the interplay 
of interstate and international com- 
petitive forces in the market for almost 
every commodity and service; the 
settlement of nine-tenths of the busi- 
ness transactions by check, not cash; 
the use of a currency consisting chiefly 
of bank credit, the extension of which 
is controlled by thousands of competing 
independent banks, privately owned 
and operated for profit. 

Other changes in economic life in the 
past century and a half could be men- 
tioned, but these should be sufficient 
to demonstrate the need for a modified 
individualism in business management. 
It appears essential that managers pay 
increased attention to broad economic 
forces which affect their business ven- 
tures fundamentally. By taking coun- 
sel and acting in collaboration, they, 
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more than any other group, can influ- 
ence those forces to their own and to the 
public advantage. 

A major question in this connection 
is whether, under our system of free, 
individualistic enterprise, business man- 
agers are equipped and motivated in 
sufficient degree to promote general 
economic welfare. Managers would be 
more than human if they were not 
biased toward their own and the in- 
vestors’ interests. Hence comes the 
belief that managers should collaborate 
with other economic groups under 
government supervision and with gov- 
ernment approval, in the review and 
determination of business objectives 
and practices which are important to 
the public. 

The purposes of such collaboration, 
it is hoped, will be to clear information 
and interchange opinion, to identify 
economic trends, to foster wholesome 
developments in the economic system, 
to bring to light unwholesome develop- 
ments, and to mobilize counterforces 
against them. 

The code-making machinery of the 
National Recovery Administration has 
been a first pattern of a structure 
for broad economic collaboration. The 
controversies about procedures and 
burdens under the Recovery Act have 
revealed a lack of vision at times. 
Impatient and shortsighted men have 
failed to see the possibilities that could 
grow out of code-making conferences in 
which are taken up fundamental ques- 
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tions relating to price trends, exten. 
sion of bank credit to the trade, the 
balance of capacity and demand 2; 
current price levels, the rate of intro. 
duction of improved methods, the 
stabilization of consumer demand and 
employment. 

Such positive collaboration in policy 
making, with the welfare of a trade and 
its related economic groups as the first 
consideration, will be an evolution thar 
will require decades, possibly, before 
its definite and general impress will be 
noted upon managerial practice and 
motivation. 

It will be broadly scientific and 
judicial in character. Partisan dele- 
gates will participate, but public repre. 
sentatives will carry the responsibility 
for integrating partisan aims. The 
public representatives, therefore, should 
be men of the highest character, ability, 
and technical standing. 

Through appropriate contacts such 
collaboration will condition the outlook 
and policies of managers in each impor- 
tant trade and will promote under- 
standing among members of related 
economic groups. It particularly wil 
enlist the energy and _ constructive 
ability of managers in coping with 
unfavorable economic developments 
and conditions. 

Such collaboration and concern for 
the general economic welfare is ad- 
vanced here as an additional basic 
responsibility of business managers 10 
the future. 
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PROTECTION FOR THE DISABLED WORKER 
By W. H. LEY 


OW can adequate scientific medi- 
cal service be made available to 
all of the people, rich and poor, 

t a cost which can be reasonably met 
y them in their respective stations in 


D\ife? This is a problem not only chal- 


ae 


lenging the combined constructive 
thought of the medical profession, but 
ne of substantial industrial and social 


® sionificance. 


With the specific object of determin- 
ing the answer to this outstanding 


blige 


question, the Committee on the Cost of 


© sociologists alike. 


Medical Care was organized in 1927 
and, up to the time of the presentation 
f its final report in 1933, its findings 
not only aroused the interest of the 
medical fraternity but claimed the 
attention of business executives—with 
whom the supervision of employee 
welfare activities is an important col- 
lateral function—personnel managers, 
representatives of organized labor, and 
The task assigned 
the Committee was a vast one, and 
its members are certainly deserving of 
credit for the light thrown on the sub- 
ject and the recommendations brought 
3ut it is only natural that the 
general conclusions of the Committee 
should prove disappointing to some; 
many had hoped it would endorse a 
program of State Health Insurance. 
But all admit that, as a result of its 
work, a real contribution has been 
made towards the ultimate solution of 
the general problem. 


The “‘ Medical Guild” Proposal 


(he solution of that problem, as 
presented by the Committee, centers 
argely around the organization of local 
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medical men into “Group Practice”’ 
or “Medical Guild” units, an idea 
which has since been elaborated by 
Mr. Evans Clark on behalf of the 
Twentieth Century Fund, who describes 
the guild proposal in the following 
terms: 


“It is proposed that the same methods 
of organization which have been success- 
fully applied to other forms of business and 
public service be also applied to medical 
care, with such modifications as are es- 
sential because of the differences between 
the practice of medicine and other occupa- 
tions. It is suggested that the three 
elements, professional organization, group 
payment, and periodic examinations, be 
combined in medical service institutions 
offering to the public all-around medical 
care at a fixed annual fee. It is further 
suggested that organizations of this sort 
might well be called ‘medical guilds.’ . . 
The term is used—dquite arbitrarily, it is 
true—to indicate an institution which 
combines all three of the elements described 
above: (1) an all-around medical service, 
including hospitalization, without any 
drastic limitations and exceptions, through 
a well-balanced group of doctors; (2) a 
fixed annual fee covering such service; 
and (3) periodic health examinations. The 
advantages of each one of these features 
of the medical guild plan have already been 
proven by experience. The combination 
of all three in one institution gives promise 
of advantages even greater in proportion.” 


The development of the necessary 
annual per capita charges for such a 
medical guild in a metropolitan center 
produced a figure of approximately #50 
per person annually, as the minimum 
fee at which such a service can be made 
available to the general public. As 
Mr. Clark rightly points out, the 
annual income of about 79% of Ameri- 
can families falls below two thousand 
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dollars; hence a charge of $200 or $250 
annually for the medical care of four or 
five persons is entirely beyond the 
ability of the average wage-earning 
family to pay. Therefore, it would 
seem that the development of guild 
practice units offers no immediate relief 
from the burden of the high cost of 
medical care to the wage earners of 
industry. Nor will the proposition 
commend itself to employers as a sub- 
stitute for industrial health services 
already organized or contemplated. 
Thus, industry is compelled to look 
elsewhere for assistance in its efforts to 
guard the health of its workers and to 
alleviate the burden imposed upon them 
by the onset of disabling sickness. 


Inadequacy of Particular Protective 
Provisions 


Plans for the collective protection of 
workers against the onset of disability 
usually take one of two forms: (1) 
those designed to compensate for loss of 
earning power during the period of 
disablement; and (2) those that pro- 
vide a benefit in ‘‘kind’”—necessary 
medical or surgical treatment and hos- 
pitalization whenever essential to the 
health and well-being of the worker. 
Of the former plans, industrial mutual 
benefit associations and group insurance 
contracts are typical, while company 
hospital associations and departments 
exemplify the latter. 

In practice, the combination of both 
of these protective features within the 
purview of one organization is a rarity. 
It is difficult to understand why this 
should be the case. The worker dis- 


abled by sickness is confronted not only 
by loss of earning power, but also by a 
substantial increase in current expenses 
resulting from the need to secure medical 
and hospital care which may prove a 
considerable drain upon the family in- 


come for many months following r. 
covery. Thus the logic of affording 
complete coverage to the worker agains, 
the consequences of disability, throug) 
the medium of one organization for on. 
all-inclusive premium, would appear ty 
be obvious; nevertheless the fact r. 
mains that in practice the combinatiop 
of the protective features in question 
is the exception rather than the rok. 
The commercial insurance carriers, writ- 
ing group health insurance, generally 
confine their service solely to the pay- 
ment of a cash benefit, although some 
disability policies embody a clause 
under which the insured is entitled to 
an additional cash benefit in the event 
that certain major operative treatment 
is required. Industrial mutual benef 
associations also usually confine their 
protection to the payment of cash 
benefits. On the other hand, there 
are numerous associations in existence 
that provide medical care and hospi- 
talization only for particular industria! 
groups, and sometimes such service is 
extended to embrace the families o/ 
members of the group. ‘This type of 
association is to be found principally 
among railroad and mining companies. 

Why should there be this lack o! 
harmony and balance in the protective 
provisions made by industry for its 
workers? Usually an answer is to be 
found in the genesis of individual 
arrangements. ‘The principal concer 
of the worker is to maintain continuity 
of earnings, and as the mutual beneii 
association offered a simple medium 
through which such continuity might 
be guaranteed in event of disablement, 
the initiative in their organization 
largely originated with employees. 1 
the other hand, the employer whos 
plant chanced to be located in # 
isolated community found it necessarj 
to make some provision to care for the 
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health of his workmen. As the com- 
pany hospital association or depart- 
ment presented a simple means whereby 
4 more adequate health service might be 
provided than if the entire cost thereof 
fell upon the employer alone, the 
employees were invited to join in the 
organization of a hospital association 
and to contribute to its upkeep, to the 
mutual advantage of both parties. 

Is it practical to combine both of the 

srotective features in question—cash 
‘onterve and benefits in kind? Experi- 
ence in certain isolated instances where 
it has been tried teaches that it is. 
Objections to the combination of both 
of the elements essential to the proper 
protection of disabled wage-earners 
sometimes emanate from members of 
the medical fraternity, but it would 
seem that no reasonable foundation for 
such objections can be established. 
There is a definite need for the combina- 
tion of these elements, as the provision 
of one without the other only partially 
fills the requirement. Miscellaneous 
Contribution No. 5 of the Committee 
on the Cost of Medical Care discloses 
that of every 100 persons seeking loans 
from various agencies surveyed, such as 
personal finance companies, the per- 
sonal loan department of the National 
City Bank, and a Morris Plan Bank, 28 
stated that they were forced to do so by 
reason of expenditures arising from ill- 
nessanddeath. The Committee’s Mis- 
cellaneous Contribution No. g on the 
“Relation of Illness to Dependency” 
also states that “Few, if any, social 
workers consider that the money actu- 
ally paid for medical care is a significant 
lactor in creating the economic condi- 
tions found among dependent families. 
The serious economic costs of illness 
are the stoppage of income of the wage- 
earner and the incapacity of the home- 
maker to perform her tasks.” 
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Examples of Combined Protection 


The experience of two associations 
in active operation for nearly fifty 
years, providing protection for a group 
comprising approximately 25,000 rail- 
road employees, may be presented as an 
example of the benefits that manage- 
ment and workers enjoy when compre- 
hensive health protection is provided 
through a single agency jointly admin- 
istered by them, for one all-inclusive 
premium. The individual rules and 
regulations of the respective associa- 
tions in question differ in certain 
essential details, and their administra- 
tive practices also vary somewhat. 
From a comparison of the individual 
experiences, therefore, it is possible to 
judge the relative advantages of certain 
administrative practices. ‘The princi- 
pal objects of the associations in ques- 
tion are: 

1. To provide sick benefits for members 
whenever disabled through illness or injury. 

2. To furnish medical or surgical attend- 


ance and hospital maintenance whenever 
necessary to the health of a member. 


Hereafter when reference is made to 
either of these associations individually 
they will be referred to as “‘ Association 
No. 1” and “Association No. 2,” 
respectively. 

A comprehensive medical service in- 
cluding provisions for securing special- 
ist attention, X-rays and other special 
treatments, and _ hospitalization at 
public-ward rates is provided for mem- 
bers of Association No. 1. Association 
No. 2 furnishes its members only a 
limited medical service which includes 
provision for securing the services of 
specialists and major operative treat- 
ment in certain special instances, but 
in no case will the association pay more 
than $1 per diem for the maintenance 
of a member in a hospital. 
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Disability allowances are paid by 
these respective associations under the 
following conditions and for the periods 
specified: 

Association No. 1.—After the third day 
of any period of disability due to sickness 
or injury for a period of twelve months 


certain, and thereafter indefinitely at the 
discretion of the Association’s Committee 


of Management. 

Association No. 2.—After the sixth 
working day of any disability period due 
to sickness or injury for a period of 26 
weeks. No member having received a full 
26 weeks’ benefit is entitled to any further 
disability allowance during the continu- 
ance of his disability. 


Disability Losses.—Figure 1 presents 
a comparison of the disability experi- 
ences of Associations Nos. 1 and 2 
during a period of three years ending 
with 1933, classified according to the 
principal causes of disability. From 
this table the following comparative 
figures as to the number of days of 
disability per member annually have 
been extracted: 





| Days Lost per 
Member 
Annually 





Asso- | Asso- 
ciation | ciation 








| No.1 No. 2 
Disabilities of all types........ | 6.7 | 8.5 
Sickness and non-occupa- | | 
tional injuries............] 5.2 | 5.9 
Occupational injuries........ 2 1 oe 
The substantial difference in the 


disability rates of the two associations, 
particularly in respect to the amount 
of time lost by members through 


injuries sustained in the course of 
their employment, is to be noted. 
However, in this connection it is neces- 
sary to call attention to the existence 
of some slight understatement of the 


experience of Association No. 1. 4, 
pointed out above, this association jp 
certain special instances will pay allow. 
ances for a longer period than twelye 
months, and the records covering some 
25 cases of extended disability having 
their onset in the year 1933 were not 
available when the data in question 
were tabulated, and these cases were 
not included. A check of this associa. 
tion’s disability experience over a period 
of twenty years, however, indicated 
its true annual disability rate to be 
7.35 days per member. 

Some important facts disclosed by 
these morbidity experience figures may 
be referred to briefly. The combined 
experience of the two associations pre- 
sents a fair cross-section of health 
conditions among industrial workers 
generally, and railway employees in 
particular. It is to be noted that the 
figures presented do not include minor 
disabilities of short duration of a day or 
two, but nevertheless they indicate that 
more than 23% of the working force 
suffer disability annually, and that the 
average time loss incurred by each 
employee disabled is approximately 
five weeks. ‘The loss of more than one 
month’s earnings in one year is 0! 
serious consequence to the average 
worker and those dependent upon him 
for support. If the contingency o! 
disablement, with its accompanying 
cost of medical care and hospitalization, 
can be met at reasonable cost, by co 
operative action on the part of manage- 
ment and workers through some form o! 
insurance, management can assist in 
securing something of infinite advan 
tage to the general body of workers. 
At the same time it can do something 
from which management itself wil 
derive substantial economic beneiit. 
The loss of one month’s working time 
annually by about 23% of its workers 
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-equires the maintenance by a com- The Cost of Disability Allowances.— 
sanv of a working force approximately The cost of providing adequate disabil- 
2! ‘greater than would otherwise be ity allowances to an insurance carrier 
If employees are covered is obvious from the figures quoted. It 


necessary. 


Figure I. INCIDENCE AND SEVERITY OF DisaBILITIES RESULTING FROM SICKNESS, 
QccuPATIONAL, AND Non-occupaTIONAL INjJURIES—EXPERIENCE OF Two MuTUAL 
BENEFIT INSURANCE ASSOCIATIONS IN THE THREE-YEAR PeEriop ENDING 1933 





Per Thousand Members 


an | 


| Number of Number of Annually: 

Cases of Days of 

| Disability Disability Number of Number of 
eases and Conditions Causing Disability | Cases Days 

| Ass’n | Ass’n | Ass’n | Ass’n | Ass’n | Ass’n | Ass’n | Ass’n 

eo 1| No. 2} No. 1 | No. 2 | No. 1] No. 2| No. 1| No. 2 


| 
Sickness, Occupational and Non-occupational 
| 


n,n ee era em eee 8,543) 7,767'288 ,178/248,805} 198.5) 265.6) 6, 695) 8,510 
Sickne 10n-occupational injuries... 6,557| 5,539 224,6411173,543| 152.3) 189.4] 5,219] 5,936 
eee dices cmecmtatadabacs we 6,328) 5,421'218,916)169,483| 147.0; 185.4) 5,086) 5,797 

a s (non-occupational injuries) 229 118} 5,725} 4,060 5.4, 4.0 133 140 
at ONIN cs oa ates nvacema ...| 1,986) 2,228) 63,537) 75,262] 46.1) 76.2 1,476) 2,574 
piratory Diseases. wee eT Tere ..| 3,062) 2,425) 69,046] 54,571] 71.1) 82.9) 1,613) 1,867 
za and grippe ee ae hee 1,726] 1,376) 23,024) 24,868) 40.1] 47.1 535| 851 
is of the respiratory system..... 48 31| 14,272) 3,528 1.1] 1.0 332/ 121 
tis—acute and chronic... vd 367 295| 8,986) 7,621; 8.5] 10.0 209 260 
*neumonia—all forms.... Biuds ’ 93 66} 5,088 3,165) ‘i.4 63.3 118 108 
f the pharynx and tonsils 478 304] 7,906] 5,520) I1.1] 10.4 184 189 
ry diseases 350 353| 10,130) 9,869) 8.1) 12.1) 235 338 
Gul ORS Se 
n-respiratory Disease 3,266] 2,996149,510,114,912) 75.9] 102.5] 3,473) 3,930 
seS iG 848 894) 35,607) 35,169) 19.7] 30.6 827| 1,203 
and genito-urinary diseases 557 421! 33,477] 19,964) 12.9) 14.4 778| 683 
f the nervous system 300 252) 18,696) 11,128 7.0 8.6 434 381 
natism—acute and chronic....... 311 350) 14,043] 15,459 7.41 284.0 326) 529 
ago and other diseases of organs of 

372 289! 6,406 6,390) 8.7 9.9 149 219 
f the skin 310 331; 8,463) 8,525) 70 $8.3 197 292 
emic and endemic diseases 80 81 2,635; 2,562 1.9 2.8 61 87 
\ll other diseases 488 378; 30,183) 15,715} 11.3) 12.9 701 537 

N f years of life under observation 43,042 29,235 | 





by acomprehensive disability insurance will be seen, for instance, that the 
ian, the value of the preventive actual cost of paying a benefit allow- 
edical service made available thereby ance of $7 per week to disabled mem- 
reducing such time losses is too bers of Association No. 2 is $8.50 per 

| known to require further exposition member annually. Such high costs 
ere, and the accompanying financial have compelled mutual benefit associa- 
nefit to management from such a tions and group health insurance 
ction is likewise quite obvious. carriers, in order to furnish maximum 
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protection at minimum cost and so 
make their plans attractive to employ- 
ees, to insert in their constitutions and 
policies certain definite rules designed 
to regulate the number and extent of 
the calls on their resources. The usual 
provisions embrace one or more of the 
following reservations: 


1. Allowances wil! not be paid for occu- 
pational accident disabilities covered by 
workmen’s compensation legislation. 

2. A specified “waiting period” must 
elapse following the onset of disability 
before the insured is eligible to receive 
benefits. 

3. Allowances are payable for a pre- 
determined period only, after which bene- 
fits cease to be paid during the continuance 
of disability. 

4. The amount of the allowance the 
insured may receive must not exceed a 
prescribed percentage of his normal 
earnings. 


Why Benefits Are Denied for Occupa- 
tional Injuries—Some form of work- 
men’s compensation is now in effect in 
some 44 states and all of the 9 provinces 
of Canada, but Canadian legislation 
of this character is probably somewhat 
more liberal than the usual American 
law. In Canada employers are made 
liable, in whole or in part, for the 
necessary expense of medical care and 
hospitalization occasioned by injuries 
sustained by employees in the course 
of their work, and are also required to 
pay a proportion of the wage of the 
injured (varying from 55% to 663% 
of normal earnings) when so disabled. 
Such provisions as these afford ample 
protection to the wage-earner sustain- 
ing an occupational disability. 

Under such conditions the payment 
of additional benefits out of the funds 
of a mutual benefit association would 
appear to be both unnecessary and con- 
trary to management interest. When 
workmen’s compensation allowances are 





supplemented by such extraneous pay. 
ments the result often is that the 
injured receives in benefits as much, 
and sometimes more, than his com. 
pensation if working full time at hj; 
usual occupation. The consequences 
of such a situation are obvious. |; 
encourages, if not actual malingering 
at least the desire to make the most of 
the condition by prolonging the period 
of disability. Efficiently administered 
mutual associations and group health 
insurance underwriters have recognized 
this fact and so endeavor to confine 
their coverage to those disabilities not 
covered by workmen’s compensation 
laws effective in the respective jurisdic. 
tions within which they operate and, 
therefore, refuse payment to insured 
persons disabled by conditions that are 
the direct result of their occupations. 
The “‘ Waiting Period.” —The length 
of the waiting period has an important 
influence upon the aggregate cost of 
disability benefits, whether the pay- 
ment of allowances is confined to sick- 
ness only or is also paid in the case of 
occupational accident disability. In 
practice a waiting period of either 3, 7, 
or14days seemstobe favored. A 7-day 
waiting period is most frequently en- 
countered and sometimes the benefit 
payment is not retroactive to the first 
day. The first week of disability 1s 
excluded from benefits for the purpose 
of discouraging malingering and con- 
serving the resources of the association, 
and on the theory that the average 
worker ought to be able to finance 
personally a sickness of shorter duration 
than one week. By far the larger 
proportion of ordinary sickness dis- 
abilities are of less than a week's 
duration, and if there is a 7-day waiting 
period, all of these minor ailments are 
excluded from benefits. If the waiting 
period is not retroactive, the fund 1s 
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F till further conserved and its benefits 


are secured to the insured when he 
actually needs the protection. Some- 
times when there is a non-retroactive 
waiting period, the regulations embody 
a clause providing that after the insured 


) has been disabled for a certain specified 


period (usually one month or six weeks) 
he may be paid benefits from the first 
day of disability. 

From the point of view of cost, a 
non-retroactive waiting period of 7 days 
has numerous advantages to recom- 
mend it, and seems to be fair and 
reasonable to the individual insured. 

Period during Which Benefits Shall 
Be Paid.—Another important consider- 
ation having a decided bearing upon 
the economics of furnishing disability 
insurance protection is the length of the 
term in any one year during which the 
person insured is entitled to receive a 
disability allowance from the under- 
writer. It would seem that two im- 
portant considerations should influence 
a decision on this matter: (1) the 
maximum protection to the greatest 
number; and (2) the cost to the entire 


group. 

A review of the practices of large 
mutual benefit associations and of 
commercial health insurance carriers 


in this respect discloses that benefits 
are usually paid for a definitely fixed 
period. This period, as a rule, is 
either 13, 26, or 52 weeks. The ade- 
quacy of these respective periods in 
meeting the full need of the disabled 
during the entire period of disability 
may be gauged from the following 
igures, developed from an analysis of 
the morbidity experience of Association 
No. 1 

It is to be noted that less than 3% 
of the total disability cases extended 
beyond the twenty-sixth week. How- 
ever, the excess number of days of 
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disability after 26 weeks, for which 
these members were paid benefits, 
consumed nearly 12% of the total 
disability allowance payments of the 
Association. Obviously, such benefit 
payments for extended periods of dis- 
ability will constitute a serious drain 
on the resources of a mutual benefit 
association. Thus the advisability of 
curtailing the term is apparent. 


Percentages 
of Total 
Cases on 
Disability terminating: Sick Fund 
2 fo Sarr errere 93.0 
From 14 to 26 weeks............. 4.3 
From 27 to §2 weeks............. 1.9 
On sick fund for more than one year .9 


The payment of benefits for a period 
of 26 weeks is the maximum protection 
that can be consistently provided, 
unless the cost to the general body 
insured is to be substantially increased. 
On the expiration of this period all 
further allowances to the disabled 
should cease. To the uninitiated, and 
recalling the benevolent purposes to 
which mutual benefit associations usu- 
ally owe their inception, this may seem 
to be rather callous. Admitting that 
such worthy considerations are to be 
commended, nevertheless the fact re- 
mains that if mutual benefit insurance 
plans are to survive and prosper, they 
must be administered with ordinary 
business intelligence, in the same man- 
ner as the business of a commer- 
cial insurance company ‘Therefore, 
the principle of the maximum good to 
the greatest number at the least cost 
should .govern; and, having provided 
protection for a period of 26 weeks, it 
is considered that the association, and 
the company sponsoring the plan, has 
discharged in full any obligation to the 
employee member. In event of in- 
digency, in fairness to other members, 
it is but right and proper that the 
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state or municipality should then be 
required to step in and assume the 
burden of further protection out of 
public charity. 

Cumulative Effect of Reservations on 
Benefit Payments.—Based on the mor- 
bidity experience of Association No. 1, 
an estimate has been made of the 
cumulative effect on the disability rate 
of the several modifications in regula- 
tions that may be utilized to bring 
about a reduction in the per capita 
cost of furnishing disability insurance 
protection discussed in the foregoing. 
This shows: 























Annual Number of Days of 
Disability per Member 
— Occu- 
Non-occu- oon All 
pational dont Disa- 
Accident Ties. bilities 
Disa- | bilities 
bilities 
Disability Benefits Pay- 
able in Accordance 
with Association's 
Present Rules........ 5.75 1.59 7.35 
Disability Benefits Pay- 
able for 13 weeks 
Waiting Period: 
3 days, not retroac- 
tive to first day.... 3.93 1.31 5.24 
7 days, retroactive to | 
first day... ae 4.22 1.43 5.64 
7 days, not retroac- | 
tive to first day.... 3-34 I.11 4.45 
Disability Benefits Pay- 
able for 26 Weeks } 
Waiting Period: | 
3 days, not retroac- | 
tive to first day.... 4.71 1.46 20 
7 days, retroactive to 
first day ee 5.04 1.59 6.63 
7 days, not retroac- 
tive to first day.. 4.11 1.26 §.37 
Disability Benefits Pay- 
able for 52 Weeks 
Waiting Period: 
3 days, not retroac- 
tive to first day 5.43 1.57 7.00 
7 days, retroactive to | 
OE re 5.74 1.71 7.40 
7 days, not retroac- 
tive to first day.... 4.78 | 1.38 6.20 
' 








These figures furnish a source of 
interesting comparison to the statis- 
tically minded. ‘They present a vari- 
ety of ideas as to the advantage and 
cost of furnishing disability protection 
to employees under the several rule 
variations discussed in the foregoing. 


In this connection, it is obvious that; 
retroactive waiting period of 7 days 
more expensive than a non-retroactiye 
waiting period of 3 days, if benefits an 
to be paid for 52 weeks. Likewise, , 
waiting period of 7 days, not retro. 
active to the first day, permits of pay. 
ing a benefit of $1 per day for a period 
of 52 weeks, at exactly the same cost 
as a similar benefit for 26 weeks with, 
three-day waiting period. Again, ;{ 
payment of allowance is confined ty 
sickness and non-occupational accident 
disabilities, it is possible to pay ; 
benefit of $1.50 per day for a period of 
26 weeks at a per capita cost of $6.16; 
per member per annum, less than the 
cost of paying a benefit of $1 per day 
for 26 weeks for all disabilities. Care. 
ful study of this table will give rise to 
numerous other modifications of rules 
that, while benefiting the insured, wil 
permit of furnishing more adequate 
protection to the greatest number at the 
least cost to the carrier. 

Amount of the Benefit Allowance.— 
Industrial mutual benefit associations 
usually provide a standard weekly 
benefit of a fixed amount, the most 
favored sum being in the neighborhood 
of $7 per week. Commercial group 
health insurance may be sold on the 
basis of a standard weekly benefit or 
require the payment of a definite 
percentage of the individual employee's 
wage. This percentage may be either 
50%, 55%, 60%, or 663%, and it 
is seldom that the proportion of the 
salary paid exceeds the latter figure. 

It would seem that the practical 
purpose of disability insurance is to 
replace the earning capacity of the 
insured and so permit of the mainte 
nance of the family when the bread- 
winner is disabled through sickness. 
If the allowance provided is to meet 
this requirement, it is obvious that it 
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ug! bear some definite relationship 
the normal earning capacity of the 
‘nsured. But, at the same time, it 
must not be sufficient to encourage 
undue prolongation of the disability 
These requirements may be 


+ ¢ 
ynent to 


att 
B period. 


Sy met in the case of all or a majority of 


employees by adopting one of three 


© methods to establish the amount of the 
allowance to be paid: 


1. Paying a standard weekly benefit to 
all alike, equal to a definite percentage of the 
average earnings of the entire group. 
| 2. Paying a definite percentage of the 

earnings of the person disabled. 

;. Establishing salary ranges and paying 
stipulated benefit bearing a definite 
lationship to earnings within each salary 


vine 
Ing 


P; a standard weekly benefit, 
ile meeting the requirement of the 
rity, possesses certain practical 
lisadvantages. The earnings of the 
up may average around $1,200 
ally. If the benefit to be paid is 
lated to this figure, those whose 
urnings are below average will receive 
nore than is actually necessary to 
their need when disabled, while the 
mount paid will be insufficient to 
meet the need of those of better than 
average earning capacity, because of 
their higher standard of living. ‘The 
second plan meets the requirement in 
‘ull for all alike, but possesses the 
serious disadvantage of being extremely 
expensive to operate. In this case, 
the benefit to be paid being a per- 
centage of the salary, the premium 
assessed must likewise be a percentage 


tsalary. It is, therefore, obvious that 
there will be practically as many 
Premium rates and benefit rates as 


there are persons insured. The neces- 
sary clerical costs involved in account- 
ng for premium and benefit payments 
inder such conditions are too apparent 
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to require further exposition. If the 
respective salary ranges and benefit 
rates are properly established, the third 
plan possesses the advantage of meeting 
the full need of all, embraced in the 
second plan, as well as the economy of 
simplified operating procedure of the 
first, for only relatively few salary 
ranges are necessary to achieve the 
object in view. 

The Medical and Hospital Benefit.— 
The foregoing has reviewed briefly 
the more important problems that 
present themselves when setting up a 
mutual benefit insurance plan for the 
payment of disability allowances to 
workers, and has endeavored to show 
how the solution of these problems may 
influence the cost of the service and its 
utility to the insured either advan- 
tageously oradversely. But, as pointed 
out heretofore, assurance of continuance 
of income in part during the period of 
disablement only partially covers the 
want of the disabled worker in such 
emergency. It is also necessary to 
furnish some measure of protection 
through insurance against the increased 
expenses that confront every worker 
when d sabled, represented in the cost 
of medical care and hospitalization. 

The medical and hospital costs of 
our associations have experienced an 
extremely rapid increase during the 
past decade. This increase may be 
explained as primarily due to advances 
in the art and improvements in medical 
science, leading to an increased use of 
the X-ray for diagnostic purposes, the 
more extensive use of electro-therapy 
apparatus and other refinements in the 
treatment of individual disability cases, 
as well as a more general utilization 
of the services of specialists in the 
numerous branches of the science of 
medicine in both diagnosis and treat- 
ment. In estimating the future cost 
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of these items, therefore, two problems 
present themselves that have a vital 
bearing upon this matter: 


1. Will the advances in the medical art 
in the future produce further refinements 
that will add still more to the cost of the 
service, or has the science now achieved a 
point of stability where the cost of the 
service will become more or less stationary? 

2. The extent and character of the 
service to be furnished. In other words, 
is it the desire to furnish comprehensive 
medical service and complete hospitaliza- 
tion privileges, or is it desired to place any 
limitation upon the extent and character 
of the services available to the insured? 


The first of these problems defies 
prognosis, and can be dealt with only 
by an increase in the rate as these 
advances in the art are made and their 
increased cost is reflected in an increase 
in the cost of the service. The second 
is a matter for the initiators of the 
plan to decide. However, in this con- 
nection, it may be observed that the 
need of the individual employee will 
be better served if a reasonably compre- 
hensive medical service is made avail- 
able. The cost of medical care falls 
most heavily upon the employee when 
he has acquired some condition in 
the diagnosis and treatment of which 
specialist care and the refinements of 
medical science are calculated to do 
the most good. It is from such con- 
ditions that exceptionally heavy med- 
ical and hospital bills accrue, and it 
is meeting this contingency that creates 
the insurable risk that can be met more 
easily through the medium of collective 
action than it can be by the individual 
alone. Obviously the individual em- 
ployee is better able to meet a bill for, 
say $3 from the family physician for an 
office consultation, than an account 
for $75, $100, or $150 for specialist 
services Or major operative treatment. 


Association No. 1 has provided rea. 
sonably comprehensive medical and 
hospitalization privileges for its mem. 
bers, including facilities for securing 
the services of specialists whenever 
necessary, X-rays, special treatments 
etc., and hospital maintenance at the 
public-ward rate. That such service 
can be furnished at nominal cost to 
employees when the association is prop. 
erly and efficiently administered, js 
indicated by the following comparative 
annual cost figures covering the provi- 
sion of the medical and hospitalization 
benefits during five recent years: 














Per Member per Annum 
Year , 
Medical ae 
Attendance — 
nance 
1929 $4.67 $2.04 
1930 4.19 2.33 
1931 4.51 2.58 
1932 4-73 3-19 
1933 5.16 3.50 
Average—S years..... $4.65 $2.73 











Summary and Conclusion 


On the basis of the principles out- 
lined in the foregoing, in conclusion we 
may proceed to summarize briefly the 
requirements of a disability insurance 
program designed to furnish all-in- 
clusive protection to employees, and 
also endeavor to indicate the approxi- 
mate per capita costs at which such 
protection can be made available with 
financial safety, under the conditions 
cited. 

Scope of the Plan.—The plan should 
provide for: 

1. The payment of allowances whes 


temporarily disabled by reason of illness 
or an injury sustained while not actuall) 
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. work in the service of the company 
-nonsoring the plan, and 

", Medical and surgical attention and 
hospitalization whenever necessary to a 
member’s health, 


both within limits to be defined by the 
association’s constitution. 

Disabilities to Be Covered.—It has 
een pointed out that under the provi- 
sions of workmen’s compensation laws, 
the burden of occupational injuries is 
iow, as a rule, sufficiently well taken 
are of by the employer. Therefore 
the scope of the protection it is sug- 
vested that the association should fur- 

, contemplates that protection will 
be confined to sickness and non-occupa- 
ional accident disabilities only. No 
benefits should be available to mem- 
bers suffering injury in the line of their 
work other than those provided by 
aw, the entire cost of such benefits 
being a direct charge upon the employer. 

Extent of Protection to Be Furnished.— 
Che disability insurance premiums here- 
nafter set forth contemplate that the 

nstitution of our theoretical associa- 

will embody the following reser- 

tions governing the eligibility of 

members to secure the _ benefits 
vided: 

1. There shall be a waiting period of 7 
lays and no sick allowances shall be pay- 
able during the first week of any disability 


2. The maximum number of weeks in 
any one year during which a member 
shall be entitled to sick allowances for any 
lisability shall be 26. 

3. No member shall be entitled to the 
ospital maintenance benefit for a period 
{more than 26 weeks in any one year. 

4. Any member, having been paid allow- 
ances for a period of 26 weeks, must return 

work and work for a period of at least 


receive allowances for a further period. 


Medical and Hospitalization Benefit.— 
\F . . ° 4 
Medical attention will be furnished by 
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medical officers employed by the associ- 
ation’s executive. Some may object 
to this feature on the ground that it is 
desirable to permit free individual 
choice of a doctor to attend them by 
members so that the services of the 
family physician may be_ utilized. 
However, practical experience over a 
period of years with the administration 
of health insurance and workmen’s 
compensation plans permitting unre- 
stricted selection of a doctor by employ- 
ees, proves that not only are medical 
costs substantially increased, but bene- 
fit payments as well, when selection of 
the doctor is a matter of individual 
choice. For this reason it is desirable 
that the association as a body should 
control the appointment of medical 
officers to attend its members. 
Membership Classes, Benefits, and 
Premium Rates—Upon compliance 
with the terms of its constitution, 
regulations, and by-laws, the associa- 
tion will furnish necessary medical, 
surgical, and hospital protection to 
members in all cases of sickness or 
accident disability not directly attribut- 
able to the performance of a member’s 
regular work as an employee of the 
parent company, and in _ addition, 
within the above described limits, 
disability allowances as shown on page 
320, at the premium rates indicated. 
The suggested benefit allowances are 
equal to 60% of the minimum monthly 
earnings required to establish eligibility 
for membership in any of the respective 
classes. ‘The number of classes has not 
been carried beyond the $150 monthly 
earnings limit, as it is considered that 
an allowance equal to $90 monthly 
ought to suffice for higher paid employ- 
ees in view of their ability, because of 
their larger incomes, to make other 
provision to meet the contingencies 
against which the protection is provided 
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asl | nn 
If wo te in a ghia 7 He may become a Receiving a daily allow- For = protection the 
ae , ~a member of the: ance when disabled of: | ©™Ployee would pay 
ess than: | per month: 
eee | 
$150 First class | $3.00 $2.50 
125 Second class 2.50 2.25 
100 Third class | 2.00 2.00 
75 Fourth class | 1.50 1.75 
50 Fifth class 1.00 1.50 
Any monthly rate Sixth class | .50 1.25 





through the medium of savings. The 
premiums set forth have been based 
upon the morbidity experience, medical, 
hospital, and management costs of 
Association No. I previously men- 
tioned, with a weighting of somewhat 
more than 20% to cover contingencies 
added thereto. ‘These premium rates, 
of course, are applicable to conditions 
and costs in Central and Eastern 
Canada, and are presented as such. 
They might not apply generally in the 
United States, and should not be 
adopted in any given situation without 
first determining their adequacy in the 
light of the particular local conditions 
and requirements of the situation to 
which it is proposed to apply the general 
principles of the plan outlined herein. 
Character of the Data.—The two 
associations that have formed the basis 
of this study have a combined member- 
ship of approximately 25,000 persons, 
scattered over an area of approximately 
1,500 miles, and located in villages, 
towns, and cities with populations 
ranging from less than 100 people to 
upwards of a million. The smaller of 
the two associations in question has a 
membership around 10,000 strong, and 
it would appear that a body comprising 
in the neighborhood of that number of 
lives is necessary to furnish an average 
distribution of the morbidity risk. 
How can such a number be secured to 
form the initial group? The individual 
plants that might provide such a group 








are few and far between. However, 
there would seem to be no reason why 
employers in a single city or a single 
industry might not cooperate in the 
organization of such a plan for the 
collective benefit of their workmen. 
Such cooperative action has already 
been tried out successfully with the 
object of furnishing cash disability 
benefits by the automobile plants 
located in the cities of Flint and 
Pontiac, Michigan, combining in the 
organization of a mutual benefit asso- 
ciation for this purpose. ‘There would 
seem to be no reason why similar 
cooperative action might not be applied 
to the provision of both disability 
allowances and medical care and 
hospitalization for employees, through 
the medium of one association in 
exchange for one single premium, paid 
periodically. 

In our own experience the plan has 
successfully withstood the test of more 
than half a century of trial. During 
that period, in meeting the contingency 
of disability and alleviating its burden, 
it has proven of untold benefit to more 
than 250,000 individuals who have at 
one time or another passed through its 
membership. It has likewise been 0! 
substantial value to the parent com 
pany, both as a desirable medium 0! 
health education and conservation, an¢ 
as a means of fostering more har 
monious relations between management! 
and its workers and so building morale. 
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COMPENSATION OF CORPORATION 
EXECU TIVES— 
THE 1928-1932 RECORD 
By JOHN C. BAKER AND WILLIAM L. CRUM 


HE compensation of corporation 

executives, both as to its amount 

and as to the form which it takes, 
has recently received increasing public 
attention. Little specific information 
has heretofore been available for the 
study of the problems involved, and 
the available general information was 
n, a form not readily subjected to 
ly precise interpretation. Similarly, the 
literature on the subject of executive 
compensation is not extensive and has 
f necessity rested upon data which 
were inadequate for a comprehensive 
nvestigation.! The main body of the 
general information arose in connection 
with the Federal corporation-income 


Pr 


Recently data more directly pertinent 
to the study of executive compensation 
have been made available; and it is the 
main purpose of this paper to bring 
together important selected portions of 
this new body of evidence, and to 
indicate the chief factual inferences 
which can be drawn from them. These 
data came into being as a result of 
Senate Resolution 75 of the 73d (1933- 
1934) Congress, First Session, which 
led for data relating to executive 
salaries from each? of the approxi- 


LaliCQd 


Taussig, F. W., and Barker, W. S., “American 
rporations and Executives,” XL Quarterly Journal 

1, November, 1925; Payne, Philip M.., 
yn Salaries and Bonuses in Theory and in 
it Practice,” The Annalist, November 10, 


nomi 


a 


Actual Recer 


p. 605; Idem., ‘‘Corporation Salaries and 
bonuses and the Federal Revenue Act of 1934,” 
he Annalist, June 22, 1934, p. 949. 


* Kesolved That the Federal Trade Commission is 
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mately 1,000 companies listed on the 
New York Stock Exchange and the 
New York Curb Exchange, for each 
year during the period 1928-1933, 
inclusive. 

No arrangement has been made by 
the Government to publish the returns, 
although certain selected facts have 
been reproduced in the press. Copies 
of the returns, however, can be examined 
at the office of the Federal Trade Com- 
mission; the materials used in the main 
analysis of the present study are re- 
productions of the returns for a selected 
sample of 100 companies. ‘The com- 
plete data requested in the Resolution 
were submitted by 887 companies, and 
approximately 450 of these were in- 
dustrial companies. ‘The present study 
is based upon an examination of the 
returns for a selected sample from these 
industrial companies.* In the original 
sample, selected at random, certain sub- 





requested to prepare and transmit to the Senate, 
as soon as practicable, a report showing the salary 
schedule of the executive officers and directors of 
each corporation engaged in interstate commerce 
(other than public utility corporations) having capital 
and/or assets of more than $1,000,000 in value whose 
securities are listed on the New York Stock Exchange 
and the New York Curb Exchange.—Approved, 
May 29, 1933. 

One hundred companies were selected at random 
from the list. For certain of these selected companies, 
however, complete data were not available—the 
period covered by the return was incomplete, or the 
company had been incorporated during the period 
under review, or some other technical imperfection 
existed. After excluding such companies, the sample 
list was brought up to 100 by adding some 20 addi- 
tional companies, chosen arbitrarily. On the sub- 
joined list of the 100 companies which comprised the 
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stitutions were made; and Table I will 
indicate the results of this substitution. 

These additional companies were not 
selected at random, as were the others, 
but were chosen consciously because 
the original random selection appeared 
to omit particular types of companies 
for which some representation seemed 


desirable. 


By applying the same com- 


putations to the consciously chosen list 
of 21 companies that are applied to the 
entire sample in the body of the article, 
it was demonstrated, as shown by Table 
I, that the inclusion of the additional 
companies which were chosen by design 





sample actually studied, those additional companies 
are marked with an asterisk (*): 


List of too Companies 


. Air Reduction 

. Allegheny Steel 
. Allis-Chalmers 
. American Brake 


Shoe 


. American Encaus- 


tic Tiling 


. American-La 


France & Foamite 


. American Locomo- 


tive 


. American Smelting 


& Refining 


. American Steel 


Foundries 


. American Tobacco 
. American Woolen 
. Archer-Daniels- 


Midland 


. Atlantic Refining 
. Austin, Nichols & 


Co. 


. Baldwin Locomo- 


tive Works 


. Bayuk Cigars 

. Bethlehem Steel 
. Borden Co. 

19. 
. Bulova Watch 

. Byers (A.M.) 

. Cannon Mills 

. Case (J.I.) 

. Century Ribbon 


Brown Shoe 


Mills 


. Chicago Pneuma- 


tic Tool 


26. 
27. 
*28. 
29. 
30. 
as. 
32. 
33- 


34- 
35- 


36. 


37- 


38. 


39- 
40. 


* 


41. 


42. 


43- 


44- 
45- 
46. 
47- 


Chickasha Cotton 
Oil 

Clark Equipment 
Co. 
Colgate-Palmolive- 
Peet 
Colorado 
Iron 
Commercial Solv- 
ents 

Corn Products Re- 
fining 

Crosley Radio 
Deere & Co. 
Devoe & Raynolds 
Du Pont de Nem- 
ours 

Eureka Vacuum 
Cleaner 

Federal Motor 
Truck 

Firestone Tire & 
Rubber 

Gabriel Co. 
General Baking 
Co. 

General Foods 
General Railway 
Signal 

Gobel, Adolf 
Goodrich, B. F. 
Granite City Steel 
Grigsby-Grunow 
Harbison-Walker 
Refractories 


Fuel & 





did not cause essential changes in the 
significant relationships. By including 
these additional companies, a bette; 
distribution according to types of com. 


panies was obtained. 


The 100 companies finally selected 
were distributed by industries as given 
in Table II. 

In analyzing these specific returns, 
no attempt is made to bring out startling 
information about the compensation of 
particular executives who may be in 


the public eye. 


The purpose is rather 


to answer certain general questions of 
fact, and for this purpose the analysis 





48 


70. 
71. 


72. 
73- 


Hercules Motor 
Corp. 


. Hudson Motor Car 
. Inland Steel 
. International Busi- 


ness Machines 


. International 


Cement 


. International Har- 


vester 


. International 


Paper & Power 


. Intertype Corp. 
. Kayser & Co., 


Julius 


. Kimberly-Clark 

. Lambert Co. 

. Lee Rubber & Tire 
. Liggett & Myers 

. Loose-Wiles Bis- 


cuit 


. Mack Trucks 
. Manhattan Shirt 


Co. 


. Mathieson Alkali 


Works 


. Mid-Continent 


Petroleum 


. Mohawk Carpet 


Mills 


. Nash Motors 
. National Distillers 


Prod. 


. Norwalk Tire & 


Rubber 

Otis Elevator 
Packard Motor 
Car 

Pet Milk 
Phillips-Jones 
Corp. 


74. Pillsbury Flour 
Mills 
75. Pittsburgh Stee! 


*76. Radio Corporation 


77- Real Silk Hosiery 

78. Reynolds Metals 
Co. 

79. Snider Packing 
Corp. 

80. Spalding (A. G.) 
& Bros. 

81. Standard Brands 


*82. Standard Oil of 


Calif. 


*83. Standard Oil of 


N. J. 
84. Starret (L. S.) 
85. Superior Steel 
86. Thatcher Manv- 
facturing 
87. Tide Water Associ- 
ated Oil 
88. Trico Products 
89. United Dyewood 


*g0. United Fruit 


g1. U. S. Gypsum 
g2. U. S. Rubber 


*93. U. S. Steel 


94. Vulcan Detinning 

95. Ward Baking 

96. Western Dairy 
Products 


*97. Westinghouse 


Electric 
98. Weston Electric 
Instrument 
99. Young Spring & 
Wire 
. Youngstown Sheet 
& Tube 


TABLE 
SEL 





Number 
Compen: 
Straig 
Bonus 


Total. 





is direct 
tion an 
aggrega' 


Tasze II. 
SAMPLE 1 


Manufactu 
1. Food 
2. Text 
3. Fore: 
4. Pape 
5. Print 
6. Cher 
7. Prod 
8. Rubl 
g. Leat! 
10. Ston 
1. Iron 
12. Non- 
13. Macl 
14. Tran 
15. Mise 
Constructic 
Service (Bu 
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Tape I. Comparison oF Futt List oF 


100 COMPANIES AND THE 21 COMPANIES 


SeLECTED CONSCIOUSLY, WITH REGARD TO SELECTED ITEMS IN 1929 AND 1932 
(ooo omitted from amounts) 





Entire Sample of 100 


21 Companies Chosen Consciously 


























siesta —— seneent Sanmenencuaiems 
A 
| Amount Percentage aiitiaa | Percentage 
Change, ne | Change, 
| 1929-1932 | 1929-1932 
| 1929 1932 1929 1932 | 
Number of executives........... | 996 986 —I 306 cea + 2 
Compensation: | | 
Gicciat OHIOET . 560s cae kaon $24,495 | $22,102 —10 $9,619 | $ 8,566 —I!I 
eS Sree ce rrere ey ers 17,815 3,124 —82 | 6,352 1,975 —69 
i errr rs ere re 42,310 | 25,225 | —40 | 15,971 | 10,54! — 34 








is directed mainly toward the presenta- 
tion and comparison of summary or 


aggregate figures derived from the 

Taste I]. CLassIFICATION OF COMPANIES IN FINAL 

SAMPLE BY INDUSTRIES ACCORDING TO FEDERAL 
TrapE CoMMISSION SUBDIVISIONS 


Number 


Manufacturing 
1. Food and kindred products............ 18 
2. Textiles and their products............ 9 
2 ee ee ee fo) 
4. Paper and paper products............. 2 
;. Printing, publishing, and allies......... fo) 
6. Chemicals and allied products......... 12 
7. Products of petroleum and coal........ 5 
8. Rubber products. . — ee 5 
). Leather and its manufactures. . I 
10. Stone, clay, and glass products. . it as 5 
11. Iron and steel products (excl. machinery) 15 
(2. Non-ferrous metals and their products. . I 
13. Machinery not incl. trans. equipment. . 6 
i4. Transportation equipment............ 12 
15. Miscellaneous industries.............. 7 
RS LO, ae oer ey ee I 
service (Business service)...............0-:- I 


tal Basel ect nak te Eee ee 100 


Note: Otis Elevator Co. was included under Con- 
struction; International Business Machines, under 
service. The Miscellaneous Group included tools, 
watches, radios, and detinning. 


entiresample. Such questions include: 
What was the course of executive em- 
ployment from 1928 to 1933? What 
effect had the cogmaaion on salary and 
bonus pay ments? How did variations 
in executive compensation compare 





with those in wages, dividends, interest 
payments, and net earnings? 

The actual materials available for 
study include a salary schedule of the 
type shownin Table III. The schedule 
for this company is given as a typical 
case, and not because any special 
interest attaches to this particular 
company. A schedule of this type is 
available for each company for each 
year of the period 1928-1932, inclusive, 
and for cash salaries in effect up to 
September, 1933. As the 1933 figures 
pertain only to a fraction of the year, 
it has seemed advisable to limit the 
analysis to the years 1928-1932. 

As previously stated, the present 
study applies only to a sample among 
the 450 industrial companies which 
reported the data sought by the Senate 
Resolution. The method by which the 
sample was chosen is described above 
and may be characterized as a scheme 
combining random and conscious choice. 


The purpose of making the choice in 


this way was to minimize the danger of 
introducing bias into the sample by in- 
cluding predominantly companies which 
happened to be well known or of 
particular interest. It is, however, 
understood that neither the method 
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actually used in the sampling process 
nor the materials to which the method 
was applied can warrant the application 
to this problem of the more elaborate 
concepts developed in the statistical 
theory of random sampling. Attention 
is called to the further important fact 
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these are industrial—almost entirely 
manufacturing—companies. 
Executive Employment 


One significant question concerns the 
course of employment of executives 

















Taste III. Satary ScHEDULE 
Name of Company Address Period Ending 
(omitted) * (omitted) * 12 months 12/31/32 
| 
Name of Officer or —s | Cash Salary Paid Other Compen- Total Cash and 
ees | Position dating Yoor sation Paid during | Other Compen- 
| Year sation 
| 

(omitted) * D., P. $ 22,500 $23,468 $ 45,968 

- BD. ¥..P. las wakekhweeneienwn | 200 200 

= a, Vs 2 SEE PE Pee OP 200 200 

= Peaks bran chetascesdancas 220 220 

Cy a A A 30,883 160 30,993 

“ e+  é##§ ‘lvecssmbevaienauaenes 80 80 

" D., V. P. 27,500 | 95573 | 37,073 

; | D. 7,500 | 3,524 11,024 

‘ 3 ae ¥" 7,400 | 6,760 14,160 

- | Asst. T. 4,000 §25 4,525 

- Asst. T. 3,900 | 350 | 4,250 

" S. | 4,500 525 | 5,025 

- Asst. S. 4,200 175 | 45375 

“ | Asst. S. eee. Scoicadeadesteen | 3,000 

3 Asst. S. 3,900 245 4,145 

a | Asst. S. 2,512 | Littell tehare ae 2,512 
OEE CEN ee $121,745 $167,753 


$46,007 | 





Total Assets $11, 394,260 


Net Income $ 1,022,710 


* The name of the company as well as the names of the officers were omitted because of the desire of the authors not! 


bring any one company or any group of men into prominence. 


which are on file with the Federal Trade Commission. 


that even the list of 450 industrial 
companies is scarcely a good sample of 
all corporate business in the industrial 
field: these listed companies are in- 
variably large concerns (the Senate 
Resolution requested information from 
companies with assets of $1,000,000 or 
over), and some of them are very large; 
thus the great volume of business 
carried on by smaller concerns is not 
represented in these returns. Finally, 
emphasis is needed on the point that 


Otherwise the above material is a true copy of the returns 


during the depression. Reductions in 
sales and profits, curtailment in activity 
and retrenchment in operations, merg- 
ing of subsidiary companies and de- 
partments might be expected to result 
in a rapid decrease in the number of 
executives after 1929. On the other 
hand, continuance of the expansion ané 
the development of the boom in 1929 
might be expected to have resulted in 
some increase in number of executives 
between 1928‘and 1929. ‘The facts, tor 
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the sample of 100 industrial companies, 
appear in Table IV. 


1928-1932, 














Taste IV. NUMBER OF EXECUTIVES, 
cor THE ENTIRE SAMPLE OF 100 COMPANIES; 
swp [INDEX OF INDUSTRIAL EMPLOYMENT 
Number of Executives 
| . 
{$$ $__________— Industrial 
Year | Per C Employment 
; er Cent * 
Actual | “2G Index 
: | Relative 
Number 
to 1929 
i | 
1928 | 941 | 95 94 
1929 996 | 100 100 
193 995 100 87 
1931 1,008 | To} | 73 
1932 986 | 99 61 
*Data (rounded to nearest unit) from U. S. Bureau of 
Py,eign and Domestic Commerce, National Income, 1929-32, 
5. Senate Document No. 124, 73d Congress, 2d Session, 
Washington, 1934, Pp. 75- 


Executive employment did indeed 
advance by about 5% from 1928 to 
i929; but there followed inappreciable 

anges during the early years of the 

lepression, and the drop in 1932 

unted to only about 2%. It may 
ontended that some of the factors 
mentioned above as likely to restrict 
need for executives during the 
lepression—for example, the merging 
' departments—would not apply to 
higher officers obviously covered by 
se data. It may also be held that 
evelopments possibly induced by the 
pression, such as the merging, with 
mpanies in the sample, of companies 
formerly not in the sample, would 
increase the need for executive supervi- 

n in the companies of the sample. 
p there is, however, no evidence in 
the total assets figures that extensive 
mergers of this sort took place; the 

iggregate total assets of the companies 

the sample changed from $12.3 

illion in 1929 to $11.4 billion in 1932. 

\lthough it is clearly unfair to com- 
ire the record of employment of these 
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high executives in the selected sample 
of large companies with the record of 
employment of industrial workers in 
general, it is surprising to note that the 
number of these executives increased 
from 1928 to 1929 almost identically 
at the same rate as the employment 
index, but that executive employment 
showed almost no decline during the 
period from 1929 to 1932 when general 
industrial employment slumped over 
one-third as indicated in the last column 
of Table IV. No doubt data including 
minor as well as major executives of 
these companies would show a much 
more considerable drop in the number 
employed from 1929 to 1932, and 
possibly even figures for the major 
executives of the group of small com- 
panies not included in the sample 
would show a substantial decline. And 
yet, in either of these cases, the actual 
decline in executive employment might 
well appear less severe than the 39% 
drop which occurred in general employ- 
ment of industrial workers. Actually, 
for the major executives of the large 
companies covered in the sample, the 
drop amounted only to about 1%. 
The reason for this stability of execu- 
tive employment is probably the need 
of retaining these men in key positions 
if a company is to continue its existence. 
As it appears that the depression 
brought no considerable reduction in 
the number of such executives employed 
by these companies, it is natural to 
inquire next whether the adverse con- 
sequences of the depression appear in 
the form of reductions in executive 
compensation. 


Prevalence of the Bonus 


Before any satisfactory study can be 
made of the course of executive com- 
pensation, it is necessary to examine 
the extent to which the bonus method 
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of compensation was used. It will 
appear in Table VIII that the changes 
which occurred in compensation took 
place mainly in the bonus element of 


Taste V. Number oF CoMPANIES, IN THE SAMPLE 
or 100, Payinc Respectivety SALARY ONLY 
AND SALARY WITH Bonus, 1928-1932 











Actual Number Per Cent Relative 
to 1929 

Year = 

Salary yor Salary —_ 

Only = Only an 

Bonus Bonus 

oo 36 64 95 103 
1929 38 62 100 san 
1930 44 56 116 go 
393! 58 42 153 68 
1932 74 26 195 42 

















the total, whereas the straight salaries 
remained nearly inflexible and even 
advanced during the first year of the 
depression. 

Taste VI. NumpBer or Executives, 1n SAMPLE OF 


100 CompaANIES, RECEIVING RESPECTIVELY 
Satary Onty anv SALARY wiTtH Bonus, 











1928-1932 
a, on Per Cent Relative 
to 1929 
Year 
All Salary All Salary 
Execu- and Execu- and 
tives Bonus tives Bonus 
1928 941 442 95 88 
1929 996 503 100 100 
1930 995 407 100 93 
1931 1,008 300 10! 60 
1932 986 95 99 1g 

















The present study makes no attempt 
to answer the difficult questions con- 
cerning the selection of a satisfactory 
method of paying executives, but the 
data studied do show certain striking 


facts about the way these companie; 
attempted to solve the problem. Th, 
straight salary does not presuppose any 
direct connection between the reward 
and the performance—at least, on 4 
short-time basis—of the particular e. 
ecutive; whereas the salary-and-bony; 
contract furnishes a partial adjust. 
ment of the reward to the current 
performance. 

The question whether or not a large 
number of industrial companies paid 
their executives compensation in addj- 
tion to a straight salary has been 
frequently discussed. The question. 
naires* sent out by Professor F. VW. 
Taussig and Mr. W. S. Barker spe. 
cifically asked, ‘‘ Have any of the chie 
executives a further interest or incen- 
tive through extra payments by per. 
centage or otherwise conditioned on 
earnings!’ From the answers received, 
the authors concluded, “It appears 
that a very small number of our re- 
spondents made use of any such method 
even on special occasions, while a still 
smaller number had any systematic 
arrangement for extra compensation. 
. . . No more than 5% of all appeared 
to have a regular method for extra 
compensation.” Contrast this with 
Table V in the present study. In the 
1928-1932 period studied, the same 
information was sought. In 1928, 64 
of the 100 companies (or 64%) 
amined used a salary and bonus plat 
of paying executives. In the same 
year 47% of all the executives received 
some bonus (indicated by Table V)). 
In 1929 the proportion of executives 
receiving additional compensation rose 
to 51%, while the proportion of com 
panies using this form of compensation 
dropped slightly to 62%. Thus, ac 
cording to these figures, the high of the 


‘Taussig and Barker, op. cit., p. 29. It should & 
noted that this study included many small companit! 
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movement for the period studied oc- 
-yrred in the years 1928-1929. Ap- 
oroximately a 10% decline occurred 
between 1929 and 1930 in both figures; 
thereafter the decline was precipitous 
until 1932, when only 26% of the com- 
oanies paid bonuses and only 10% of 
the total number of executives received 


onuses. 


Company of California which paid no 
bonuses whatever. The increase in the 
salary payment of the Bethlehem Steel 
Corporation probably indicates a change 
in policy away from the extremely large 
bonuses which had been paid previous 
to 1930. The bonus payments of both 
the Bethlehem Steel Corporation and 
Standard Oil Company of New Jersey 


Taste VII. Executive CoMpensaTIon Poticy COMPARISON 
Indexes of cash salaries, bonuses, and total compensation—Bethlehem Steel Corporation, 
Standard Oil Company, Inc., of New Jersey, and Standard Oil Company of California 





—_—_—— 








Bethlehem Steel Standard Oil, New Jersey Standard Oil, California 
; — 
Year |Num- | | Total | Num- Total | Num- Total 
ber of | Straight | Com- | ber of | Straight Com- | ber of | Straight Com- 
; Bonus! ° Bonus Bonus 
Execu-| Salary pensa-jExecu-| Salary pensa-jExecu-| Salary pensa- 
| tives* tion | tives* tion | tives* tion 








1928 | 27 | 99.2 | 53.4] 57-5] 19 


98.4 0.5 57.6 | II 89.7 | None} 89.7 


1929f | 24 | 100.0 |100.0 |100.0 }| 20 100.0 {100.0 |100.0 II 00:0, bocsass 100.0 
4 1930 25 129.0 58.5 | 64.7 21 107.7 {103.0 |105.8 Il |) © a rere 115.6 
1931 | 24 231.9 3.2 | 90.6 21 108.0 33.6 | 77.0 12 MES iucsce 109.3 


1932 | 23 300.3 0.6 | 26.6 19 

















95-9 0.04) 56.1 | 12 SOS Tisscks 109.3 


























Includes directors who received cash salaries. 


Interpreting this change in percentage 
terms (Tables V and VI), the relative 
number of companies using the com- 
bined method of payment fell from 100 
in 1929 to 42 in 1932, and the relative 

» number of executives from 100 in 1929 

19 in 1932. Both these tables 
ndicate clearly the flexible nature of 
bonus payments. 

The decline of bonus payments dur- 
ing this period as contrasted to the 
payment of straight salaries is also 
learly indicated in Table VII, which 
shows the different payments by three 

mpanies: the Bethlehem Steel Cor- 
poration which favored the bonus plan 
and had paid large bonuses, the Stand- 
ard Oil Company of New Jersey which 
adopted the bonus policy sometime 
between 1923 and 1928 and paid moder- 
ate bonuses, and the Standard Oil 


t 1929 = 100, 


had practically disappeared by 1932; 
also total compensation of both com- 
panies fell precipitously by 1932, 
namely, to 26.6% for the Bethlehem 
Steel Corporation and 56.1% for the 
Standard Oil Company of New Jersey. 

The mere magnitude of the figures 
in Table V, quite apart from their 
course of variation during depression, 
is of interest. Again it is necessary 
to remember that so small a sample of 
corporations may not yield wholly 
trustworthy results, but it is doubtful 
if the indicated situation can be over- 
looked on this ground. In 1928 the 
percentage of these companies using 
the bonus schemes in some form was 
64, and even in 1932 it was 26; the 
lowest of these figures reflects a fairly 
wide use of the bonus device. It must 
be borne in mind, moreover, that some 
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of the bonus contracts were in terms tions took place; the third column of ency 
rendering it possible for the bonus the table records the remarkable range ber 0! 
portion of the total compensation to in such payments from nearly $18,000. straig 
exceed notably the salary portion. In 000 in 1929 to just over $3,000,000 jp 1928, 
view of this consideration, it is fair to 1932. A large part of this drop re. the st 
conclude that the bonus remained, sulted from the automatic operation of paym 
after the striking curtailment in its use the bonus contracts, which make the sion. 
during the depression, a very important amount of the bonus contingent upon straig 
element in executive compensation. the net earnings or some similar test of inflex! 
Any large increase in corporation earn- performance. A further part of the a fixe 
Taste VIII. Actruat CoMPENSATION OF EXECUTIVES IN THE SAMPLE OF 100 SELEcTeED Furth 
CoMPANIES, IN THE AGGREGATE AND BY SPECIFIED CATEGORIES; AND AGGREGATE liked 
CoMPENSATION OF OFFICERS FOR ALL MANUFACTURING CORPORATIONS IN THE sation 
Unitep STATEs disapy 
(unit: $1,000) The 
for cc 
Sample of 100 Companies aint samp 
of tota 
Yeor Total Total age 
Compen- Salary a Compen- Number of Salaries of % Sie 
pace ns sation of Corporations Officers tax re 
Presidents the la 
i pertail 
1928 $35,963 | $22,650 | $13,313 | $9,111 95,777 $1,107,714 the T 
1929 2,310 24,495 17,815 10,984 96,525 1,171,888 Joss 
1930 40,476 | 25,837 | 14,639 | 9,889 95 ,098 1,095,929 —— 
1931 31,923 24,598 7,325 7,500 93,109 935,348 seemec 
1932 25,225 22,102 3,124 6,138 91,849 734,148 those 
indicat 
ings may well bring about a revival in drop may undoubtedly be due to the these 
the use of the salary and bonus method abandonment of the bonus method by shows 
of paying executives. certain companies. The essential point J ® “P 
is that the bonus is the flexible element J )°*" , 
Total Executive Compensation in the compensation of officers. these 
In Table VIII appear various records Further evidence on this point is vil ta 
reflecting the course of executive com- found in the record of straight salary held « 
pensation in recent years. The first payments, given in column two. ‘The ae 
four columns pertain to the 100 com- increase from 1928 to 1929 was very — 
panies of the sample. The left-hand moderate, compared with that in bonus The 
column, showing total executive com- payments, and was followed by 4 ri 
pensation without regard to the method further small increase in 1930, although — 
of payment, gives an impression of business volumes and profits (and also “tok, 
rather sharp fluctuation. ‘There wasan bonus payments) had already begun to cation, St 
important rise from 1928 to 1929; and, decline. Successive reductions, in 193! the 1928 
although the reduction in 1930 was not and 1932, left the total straight salary pate 
large, sharp declines occurred in 1931 payments only slightly (about 244%) ies tone 
and 1932. But it is in the bonus pay- below the 1928 level. Again, some sen S., 
-COnOmMiC 


ments that the really violent fluctua- 


allowance must be made for the tend- 
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ency observed above for a larger num- 
ber of companies to use exclusively the 
straight salary method in 1932 than in 
1928, but this can scarcely account for 
the striking maintenance of total salary 
oayments in the depths of the depres- 

‘on. We are forced to conclude that 
straight salary for executives is highly 
inflexible, to the point of being almost 

fixed charge upon the company. 
Furthermore, directors probably dis- 
liked to reduce straight salary compen- 

tion when the bonus was rapidly 
disappearing. 

The last column of Table VIII shows, 
for comparison with the data of the 
sample, a much more general tabulation 
of total compensation of officers. ‘These 
figures are compiled from the Treasury 
reports based upon corporate income 
tax returns.° The figures presented in 
the last two columns of Table VIII 
pertain to corporations tabulated by 
the Treasury in the manufacturing 
division of industry, as such data 
seemed most nearly comparable with 
those of the sample. In order to 
indicate the extent of the coverage of 
these data, column five of the table 
shows the number of corporations mak- 
ing up the manufacture division each 
year. It must be remembered that 
these ‘Treasury statistics cover, so far 
is possible, “all corporations” in the 
feld of manufacture; these figures 
are not, therefore, limited to large 
enterprises. 

The direction of change in the total 
compensation of officers for all manu- 
facturing companies is the same in 


*Such data appear in the Treasury’s annual publi- 
n, Statistics of Income, for example, at p. 313 of 


the 1928 issue. These figures were omitted from the 
‘treasury publications for 1925-1927; but a summary 
' corresponding figures for earlier years, up to 1924, 
has been published by Ebersole, 2, Franklin, Burr, 
Susan S., and Peterson, George M., in the Review of 


‘onomic Statistics, November, 1929, at p. 195. 





each year as that found (column one, 
Table VIII) for the sample. But the 
rate of change is much smaller for the 
comprehensive series; the movements in 
the last column are decidedly more 
sluggish than those of the first column. 
There are several possible explanations 
of this divergence in rate of fluctuation. 
The tax-return data apply to a much 
broader list of corporations; and among 
many of these the bonus system of 
compensation, which was seen above to 
have accounted for the chief part of 
the reduction in total compensation, 
may not be in use. It is probable also 
that the tax-return statistics include as 
“‘officers”? many executives besides the 
major officials covered in the statistics 
for the sample, and changes in the 
compensation of these subordinate 
officers may have been less drastic 
than those reflected in the left column 
of Table VIII. Against this considera- 
tion, however, must be raised the point 
that mergers of departments must have 
eliminated considerable numbers of 
minor executives and the further point 
that general observation suggests that 
unemployment among “white-collar”’ 
men has been very marked. A further 
possible explanation of the divergence 
lies in the fact that, particularly among 
smaller concerns covered in the tax 
statistics, an important element of the 
‘“‘salaries of officers’? may in truth be 
net earnings paid out as salaries to 
individuals who are also in control of 
closely-held corporations; and it is 
possible that the earnings of such 
concerns may have suffered less during 
the depression than those of the more 
unwieldy large concerns represented in 
the sample. 

Although the record in the left column 
of Table VIII shows that aggregate 
compensation of officers of the 100 
sample companies declined in 1930, it 
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was noted that the straight salary 
element (column two) in the total rose 
moderately. Itisnaturaltoask whether 
any considerable number of individual 
officers had increases in salary during 
the first year of the depression. The 
fact is that such increases in salary— 
the straight salary payments—were 
numerous; and such increases con- 
tinued even as the depression became 
more severe. ‘Thus in 1931 total salary 
payments were raised by 25 of the 100 
companies, and in 1932 by 18. It is 
understood that these increases may 
have been due in part to increases in 
the number of executives employed by 
the particular companies, or to increases 
in the number of highly-paid executives 
as compared with the low-paid officers; 
but it was observed above that total 
employment among these executives 
changed only gradually during the 
depression. It is safe to conclude, 
however, that part of the increases in 
total salary payments was due to 
increases in the rate of compensation of 
the particular officers. In some cases 
this may have been to offset drastic 
reductions in total compensation be- 
cause of the drop in bonus payments 
(see Table VII). 

A special tabulation of the compensa- 
tion of the presidents of the 100 com- 
panies—column four of Table VIII— 
shows that this item fluctuated very 
closely with the total compensation of 
all executives in the sample. ‘The total 
compensation of all executives in 1932 
was 59.6% of the amount in 1929; of 
presidents, 56% of the 1929 amount. 

The accompanying chart shows the 
distribution of total compensation 
among all executives in 1929 and in 
1932. It supplements Table IX and 


indicates clearly three points: (1) The 
drift of salary figures between the two 
years, 1929 and 1932, was in the direc- 


tion of lower figures even though tota| 
salary payments resisted reductions. 
for example, the $5,000, $10,000, and 
$15,000 classifications include many 
more men in 1932 than in 1929— 
roughly 52% in 1932 as contrasted to 
36% in 1929. (2) There was a rapid 
decrease in the number of men receiving 
total compensation over $175,000; the 
number decreased from approximately 
Taste IX. Cumurative DistrisuTion oF tz: 

Executives IN THE SAMPLE oF 100 Companiss, 


AccorpInGc To AMouNTS OF COMPENSATION 
RECEIVED, IN 1929 AND 1932 





Per Cent of the Total Number 
of Officers Each of Whom 
Received Not Less than the 

Stated Lower Limit 


Lower Limit 
of Stated 
Compensation 








1929 1932 
$ ° 100 100 
10,000 77 79 
25,000 47 32 
50,000 22 11 
75,000 14 5 
100,000 9 2 











3% in 1929 to 1% in 1932, or in actual 
numbers from 27 executives to 7. (3 
By far the greatest number of execv- 
tives were in the group receiving 
$50,000 or less in both years; 78% of ! 
executives in 1929, and 89% in 1932. 

Although the sample cannot be ¢ 
highly satisfactory basis for judgment 
on the question of the size of the tota 
compensation received by particular 
corporation executives, the facts for 
these 100 companies have significance. 
Table LX organizes the data in a form 
which brings out the main facts on 4 
different basis from the chart. The 
approximately 1,000 officers of thest 
companies have been classified accord: 
ing to the amount of compensatio! 
actually received by each officer ™ 
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206 256 


208 257 
209 259 
222 260 
237 270 
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each of the years 1929 and 1932. covered in the tax returns. With dy aa 
Then the number of officers above the _ reservations on this account, the figure; avaslad) 
selected boundaries indicated in the in the table afford some interesting with © 
left column was cumulated for each comparisons. Except for straight 53). small 
such boundary, and the cumulative ary payments and interest and diyj. interpr 
results were stated as percentages of dends, all the series declined withoy _— to 
the total number of officers. Thus, in interruptionafter1929. Dividends rog for this 
1929, 9% of the officers received at least slightly, straight salary payments cop. the spi 
$100,000, whereas the corresponding siderably, and interest very sharply in Industr 
figure for 1932 was only 2%. Simi- 1930. Bonus payments and wages de. wre re 
larly, for 1929, 77% received at least clined about equally in 1930. There. which | 
$10,000, whereas the corresponding after declines appeared in all the series, of that 
figure for 1932 was 70%. It is clear, By 1932 the net decline from 1929 had TABLE 2 
as would have been foreseen, that the become very great in bonus payments, 100 ¢ 
chief reductions took place in the very much less great but nevertheless very i 
high compensations; and it is probable severe in wages and dividends, still less 
too that the principal bonus contracts’ great (because of the inflexibility of the 
are in this class. straight salary) in total executive com. 
; it es ; pensation, and it was very moderate in 
Executive Compensation and Other straight salary payments and in interes 
Corporate Payments (almost negligible in the latter). 
The index numbers in Table X afford Since bonus payments directly, and = 
a rough comparison of the course of salaries indirectly, are assumed to have a as 
et inco 
Taste X. INnpexEes oF PAYMENTS TO EXECUTIVES IN THE SAMPLE OF 100 CoMPaniss, oe 
ComPARED WITH INDEXES OF SPEcIFIC PAYMENTS BY ALL MANUFACTURING INDUSTRIES, All Cc 
BASED ON 1929 AS 100% Sani 
| Payments to Executives in the Sample Payments by All Manufacturing Corporations" * Unit: 
Year ’ TY amet we 
| Salary Bonus Total Wages Dividends Interest — 
a | a drastic ¢ 
| emphasi 
1928 92 75 83 ture of 
1929 | 100 100 100 100 100 100 ape 
1930 105 | 82 96 81 102 117 includin 
1931 100 | 4! 75 61 74 107 compare 
1932 go | 18 60 41 41 97 
* Data (rounded to nearest unit) from U. S. Bureau of Foreign and Domestic Commerce, National Income, 1929-S8. 
U. S. Senate Document No. 124, 73d Congress, 2d Session, Washington, 1934, p. 75. 
compensation of executives with cer- some connection with earnings, com Peony 
tain other important payments by in- parisons with corporate net income 0 om ¢ 


dustrial corporations. Unfortunately, 


the comparison is not entirely apt, for 
the executive compensation figures refer 
to the sample of 100 companies, whereas 
the more general data pertain to an 
almost complete list of corporations 


the various companies should be signif 
cant. In examining the “net income’ 
returns of the different companies it Was 
found that the term was interpreted in 
various ways. Therefore it was de 
cided to define the term as balan 











wailable for dividends, and to check 
“ty ‘th other published data. In the 
me -mall number of cases where this 





aterpretation of net income had not 
neen followed on the returns, the figure 
- this term was made to conform to 

same item in Moody’s Manual of 
Table XI shows plainly 
pid decline in corporate income, 
by 1932 was only one-half of 1% 
in 1929. ‘This is the most 
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COMPENSATION OF CORPORATION EXECUTIVES 


CoMPARISON OF SELECTED ITEMS FOR 1929 AND 1932, FOR THE SAMPLE 
> COMPANIES AND FOR ALL MANUFACTURING CoMPANIES Fitinc Tax RETURNS 





depression, and the conclusion, there- 
fore, must be a summary of the facts 
revealed. ‘The study discloses: (1) an 
amazing steadiness in the employment 
of executives; (2) an equally amazing 
steadiness in their straight salary in- 
come; (3) a much more widespread use 
of the bonus than was generally sup- 
posed; (4) wide fluctuations in bonus 
payments, but not sufficiently wide to 
cause total compensation to decline as 














Sample of 100 Companies 





Manufacturing Companies Filing 
Federal Tax Returns 








Amount 








1929 


















Per- Amount* Per- 








centage centage 
Change, 


1929-32 


*hange, 


1929-32 


1929 1932 





ets ee 12,268, 14611, 438,640). parewewel § § 

met ; | } 

ne Co’s 1,061,564 199,752). . | 5,312,996 791,701 
Deficit Co’s pnd a —5,307} —194, 168)... — 775,819! —2,407,970 
All Co’s weasel Fp O60,267 5,584) —99.5 | 4,537,178\—1,616,269| —135.6 
ecutive compensation vee 42,310 25,225; —40.4 1,171,888 734,148] — 37.3 








t $1,000 





rporations, in 1932. 
Not available. 









irastic drop shown in the tables, and it 








ture of many corporation expenses— 
luding executive compensation—as 


mpared with net income. 







Conclusions 





[his study has sought to describe 
vhat happened to executive employ- 
and compensation during the 







e companies, those earning a net income; deficit companies, those yielding a deficit. 
f the sample and 57 % of all corporations were income companies in 1929; 45 % of the sample and 16 % of al 






Based on number of com- 





sharply as wages or dividends; (5) only 
a moderate concentration of officers 
in the group receiving very high total 
compensation; (6) comparison, so far 
as possible, of the chief results for the 
limited sample of 100 companies, with 
roughly corresponding figures for all 
industrial corporations filing tax re- 
turns, indicates that the main findings 
are broadly true of the more comprehen- 
sive list of companies. 


















DEPRECIATION—AN OLD SUBJECT WITH 4A 
NEW IMPORTANCE 


By PERCIVAL F. BRUNDAGE 


ITH the recent enactment of 

the Securities Exchange Act, 

the reports of listed companies 
have assumed a new importance from 
the point of view of the investor. 
The income account in annual reports 
has heretofore been considered to be an 
historical statement, but the income 
account in registration statements filed 
with the Securities Exchange Com- 
mission will undoubtedly be used as a 
basis for estimating the future earnings 
of the company. It is, therefore, more 
important than ever before that the 
investor appreciate the real significance 
and limitations of accounting state- 
ments and the large part which judg- 
ment and opinion play in preparing as 
well as in interpreting them. 

Of all the deductions from gross 
income, the depreciation provision is 
probably the figure least possible of 
precise measurement or accurate deter- 
mination. In the early days of the 
century many business men provided 
for depreciation when they had a 
successful year, but they generally 
considered that it was in the nature of a 
secret reserve and nota necessary charge 
against earnings, since no cash outlay 
was required. Today its importance 
is very generally recognized, yet per- 
haps there is still an inadequate under- 
standingof the nature and variety of the 
factors included under the term “depreci- 
ation.” <A discussion of this subject 
may, therefore, be of general interest. 


Definition and Analysis of 
** Depreciation” 


The Supreme Court of the United 
States in its recent decision in the 
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Illinois Bell Telephone Company case, 
April 30, 1934, defines depreciation 4; 
follows: “Broadly speaking, deprecia. 
tion is the loss not restored by current 
maintenance, which is due to all the 
factors causing the ultimate retirement 
of the property. These factors em. 
brace wear and tear, decay, inadequacy, 
and obsolescence.””! 

The above definition is interesting 
on account of its simplicity and clarity. 
Although the exact meaning of the 
word ‘“‘loss” is not given in the text, 
it will be considered in this discussion 
that the court refers to loss of useful- 
ness rather than loss in value. The 
word “depreciation” has been too 
loosely applied in accounting textbooks, 
regulations of governmental author: 
ties, and court arguments; it has been 
used to describe both the phenomenon 
and the loss in value that results from 
that phenomenon, without distinguish- 
ing between them. This has been 
the reason for much confusion and 
conflict of opinion, and the writer will 
restrict his use of the word to the 
phenomenon, which causes both a 
lessening in usefulness and the ulti 
mate retirement of the property. 

A new automobile that has been 
driven a few hundred miles becomes 
second hand and has decreased sub- 
stantially in value from the point 0! 
view of resalability; provided that i! 
has been driven carefully, however, 
it has increased in utility to the user. 
If depreciation is taken to represent 
loss in value, the point of view from 





1 Lindheimer et al. v. Illinois Bell Telephone Co. 
292 U. S. 151, at p. 167 (1934). 
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which each transaction is considered 
ecomes of transcendent importance. 
On the other hand, if loss of usefulness 
‘s the problem, it is possible with less 
-onfusion to consider the questions 


S,volved in measuring and providing 


for it. 
Another important concept to clarify 
+ the outset is that it is not always 


practicable to provide for depreciation 
Sonly as and when the phenomenon 


-curs. Many machines that have 


} been in operation for a number of years 
are of just as great utility to the user, 


they have been properly oiled and 
maintained, as if they were new, yet 
it may be unsound from an accounting 
point of view to delay provision for 
depreciation until the machines are 
actually worn out and discarded. It 
has been frequently stated by engineers 
that a machine cannot operate effec- 


| tively at an efficiency of less than 75% 


80%, and this has been taken as 
an argument for not providing deprecia- 
tion reserves in excess of 20% to 25 % of 
cost. The argument is not at all 

nvincing, since the useful life of the 
property should be considered as a 
whole, and provision should be made 
for depreciation on some reasonable and 

nsistent basis over that life. 

Other illustrations may make this 

intclear. <A railroad or transmission 

e may be constructed, not with the 

ught of immediate profit from opera- 

, but with the expectation that the 
business will grow over a period of 
years and ultimately justify the expend- 

ire. At the other extreme, a road- 
building or construction plant may be 
erected for one job alone, with the 
expectation that it will be scrapped at 
the end of a few months. In the first 
instance the railroad or utility might be 
istified in omitting a provision for 
depreciation as a charge against opera- 
at the outset; while in the second 


ulons 


instance the whole cost less estimated 
salvage should ordinarily be absorbed 
against the one contract even though a 
second contract might later be obtained 
for which the plant could be utilized. 

The Supreme Court in the decision 
already quoted has pointed out the 
fact that depreciation results from a 
number of different factors. It is 
desirable to consider briefly the opera- 
tion of these factors; in the case, for 
example, of buildings and machinery 
used for industrial purposes. 

“Wear and Tear” Occur through 
Use.—This is sometimes described as 
the consumption of plant through use, 
akin to consumption of supplies, only 
extending over a longer period of time. 
From the point of view of the owner, 
it may best be provided for by fixing 
a unit charge against production sufh- 
cient to spread the original cost, less 
salvage value, over the total output or 
useful life of the property. Current 
expenditures for maintenance and re- 
newals must, of course, be taken into 
consideration in estimates of remaining 
life which should be reconsidered from 
time to time as the age of the asset 
advances. It is indeed possible for 
certain types of machines to be com- 
pletely renewed by the replacement of 
part after part, over a period of time, 
so that there is no definite termination 
of usefulness. The primary difficulty 
in determining the unit charge is that 
of estimating in advance the total 
ultimate output or exact period of 
production. For convenience an an- 
nual provision is frequently made, but, 
strictly speaking, “‘wear and tear” 
are not measured by the passage of 
time but, as the name implies, by use. 
During continuous operation at high 
speed, the consumption of the property 
is much more rapid than during sub- 
normal operation. Indeed, if inade- 
quate periods of idleness are allowed 
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for maintenance and repairs, the pro- 
vision for depreciation charged against 
production should be substantially 
higher than for normal operation. If 
the asset is not in use, however, and is 
properly maintained, the “‘wear and 
tear” element of depreciation is not 
present at all. This factor applies 
principally to machinery and equip- 
ment, but buildings may deteriorate 
more rapidly with operation if vibration 
is present. 

Decay or Deterioration through the 
Passage of Time and Action of the 
Elements.—This factor may or may 
not be independent of the rate of 
operation but is materially affected by 
the degree of maintenance and the care 
taken in protecting the property. 
Ordinarily, this factor may best be 
provided for by basing the depreciation 
charge on a temporal computation; 
1.€., ON an annual or monthly basis. 
Commonly, however, this factor is 
combined in one computation with the 
other factors outlined above and below. 
The difficulty of determining the annual 
charge is that of estimating accurately 
in advance the life of the unit, even 
when considered independent of oper- 
ation and the other factors which may 
affect it. Decay or other deterioration 
through chemical reactions, use of 
steam, etc., is very closely akin to 
“‘wear and tear.” 

Inadequacy and Obsolescence.—These 
two factors, although distinguishable 
in theory, are as a practical matter 
best considered together. They arise 
through progress in the arts, lack of 
eficiency in operation as compared 
with more modern units, growth or 
decline in demand, changes in tastes 
or habits of the consuming public, 
legislative enactments such as_ the 
prohibition amendment and tariffs, in- 
ternational restrictions on trade, agree- 
ments such as for the limitation of 





armaments, climatic changes, etc. Such 
factors are undoubtedly the most diff. 
cult to foresee and to provide for. |; 
is therefore more than ever necessary 
to reconsider from time to time thei; 
progressive effect on the useful life oj 
property and to readjust the deprecia- 
tion provision accordingly. The time 
element is the important measure of 
depreciation in this respect, although 
the changes may be unexpected and 
sudden, and an annual provision js 
usually made. 

Any of the above factors may cause 
the retirement of a property unit 
and, in order fairly to reflect the oper- 
ating results for any specific period, 
a charge in respect thereof must be 
made. Likewise, from a balance-sheet 
standpoint, after a property unit has 
once been placed in operation, there is 
always a certain amount of accrued 
depreciation to be taken into considera- 
tion, at least from the first two factors. 
A number of methods for computing the 
periodic charge against operations and 
the accrued depreciation are in common 
use. 


Depreciation of Industrial Property 


The Straight-line Method.—The prin- 
ciples of industrial depreciation are in 
many ways simpler than those applica- 
ble to public utilities. The straight- 
line basis for computing depreciation 
has been almost universally accepted 
at the present time as the simplest and 
most practical method. The probable 
life of the property is estimated, based 
on previous experience and forecasts 
for the future. ‘The allowance for wear 
and tear can be approximated with 
reasonable exactitude for normal opera- 
tion simply by dividing the cost by the 
estimated quantity of total output or 
by the estimated life in years. A unit 
charge against production based upom 
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‘ntity of output is apt to be more 
-ate than a time basis; if the latter 
| adjustment should be made for 

£ subnormal or overtime opera- 
», Allowance for the second group 
t elements, deterioration through pas- 


f time or action of the elements, 


sage ( 
-an also be determined with a fair 
jeoree of accuracy, based on previous 
experience. 

It is inadequacy and obsolescence 
that cause the greatest difficulty, and 


attempts to forecast their future effect 
are at best rough approximations. ‘The 
seater the diversity of production, and 


{ 


he larger the number of different types 

inits, the better the chance of a 

onable total provision. ‘This has 
een one of the most important reasons 
ading many accountants to advocate 
er-all or composite rates for general 

of capital assets in order to 
the averaging effect of such 
ions. 

[he basic justification of straight- 
ciation is that the number of 
rtainties is so great, and all of the 
subject to such wide 
that more exact computa- 

give a false impression of certainty. 
The Annuity Method.—The annuity 
hod is perhaps the soundest from 

point of view of theory. A manu- 

plans the construction of a 
ling or machine because he thinks 
will have a use for it. If someone 
‘would assume the risk and build it 

im, he would be willing to pay a 

tal based on the going interest rate 
money required, plus amortiza- 

! principal over the useful life of 
unit. But whether he 

t or builds it himself, it represents 

years of potential utility. Its 

o him, therefore, must be equal 

he present value of a certain number 
The first 
rs use will normally perhaps be the 


} 
aepre 


nates are 


riation, 


roperty 


ears of future usefulness. 
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most valuable to him; the second year’s 
use may seem slightly less valuable 
from the point of view of dollar and 
cents outlay today, and so on. The 
tenth year’s use may seem to be rela- 
tively unimportant, and for that alone 
he would be willing today to expend 
but a very small proportion of the total 
initial cost of the property unit. The 
reverse is true, however, in the case of a 
new development. The first year or 
two may be spent entirely in finding a 
market for the product, and it is for 
use in the fourth to the tenth years 
primarily that he constructs the unit. 
In any case, the present value that the 
manufacturer places upon its future 
utility must be at least equal to the 
initial cost of the property unit before 
he goes ahead with the construction. 
Why would it not be a sound practice, 
therefore, for the manufacturer to place 
a present value upon each of the years of 
future usefulness upon which he counts 
at the outset, and to provide for the 
depreciation of the property unit by cor- 
responding charges against operations? 

There is a further advantage in this 
method of a greater equalization of the 
total annual charges for maintenance 
and depreciation, since the repair 
charges grow naturally larger as the 
property unit grows older and as the 
amount of the depreciation provision 
decreases. Of course the difficulties 
of the computation, the probable un- 
certainties in the manufacturer’s own 
mind, and the fact that the actual 
return will rarely approximate the 
estimate, makes it practically unwork- 
able, but the concept is of interest in 
helping us to understand the subject of 
depreciation. 

The above theory applies to depreci- 
property. It is interesting to 
contrast with this the situation which 
confronts the accountant in the case of 
a purchase of a mineral deposit, the 
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use of which may extend over a long 
period of time, say a hundred years. 
So long as the carrying charges are 
absorbed in current operations, it may 
well be argued that the depletion pro- 
vision for any one period should be 
based on the difference between the 
present value of the annuity or utility, 
over the life of the deposit, computed 
at the beginning and at the end of that 
period. Such a computation, of course, 
makes the charges against the earlier 
years much smaller than on a straight- 
line basis. 

The Diminishing-balance Method.— 
The diminishing-balance method of 
providing for depreciation is some- 
what similar to the straight-line method. 
An annual percentage is used in the 
computation but is applied to the de- 
clining net balance, after deducting the 
accumulated reserve, instead of being 
based upon the gross property value. 
Since the percentage applied is the 
same over the useful life of the property 
unit, the rate must be somewhat higher, 
in the case of the diminishing-balance 
method, than on the straight-line basis; 
the result is to make the provision in 
the earlier years greater than during 
the later years of the life of the asset. 
This basis has been generally accepted 
for tax purposes in Great Britain and 
has the same advantage as the annuity 
method in equalizing the annual charge 
against operations for repairs and 
depreciation. 

The Sinking-fund Method.—Another 
basis for the depreciation computation 
is the sinking-fund method. ‘This con- 
templates the provision of a lesser 
annual amount than the straight-line 
method, on the assumption that cash 
in the respective amounts will be de- 
posited in a separate fund which will 
earn interest and will at the end of its 
useful life amount to the original cost 
or estimated replacement value of the 


property unit. The interest rate to by 
used is subject to uncertainty, however. 
and in practice it is very seldom tha: 
the cash is actually set aside, since jt js 
usually needed for the business. |; 
expended for property additions, i; 
will be necessary to provide a charge 
against operations for depreciation oy 
the additions and also for a return op 
the accumulated amounts supposed to 
be set aside in the fund; otherwise the 
reserve will be insufficient at the expira- 
tion of the useful life of the original unit, 

Once the total provision for the 
period has been determined, the amount 
is charged to operations and credited 
to a reserve for depreciation. As soon 
as replacements are required, the ques- 
tion arises as to their proper accounting 
treatment. The whole cost of the 
new unit might be capitalized, ‘and 
the cost of the unit replaced credited to 
the asset account and a charge made 
to the depreciation reserve, either (1) 
in the entire amount, or (2) only such 
portion as has already been covered by 
depreciation provisions and the balance 
charged against profit and loss; or 
the cost of the replacement might be 
charged against the depreciation reserve 
without disturbing the asset account. 
There are sound arguments to support 
any of these treatments so long as the 
policy adopted meets the particular 
needs of the business, is consistently 
followed, and the depreciation rates 
were fixed in relation to it. 

The base, i.¢., property value, upon 
which industrial depreciation has by 
general consent been computed, 3s 
original cost, since under competitive 
conditions, with frequent improvements 
and inventions, there is little likelihood 
of exact duplication when replacement 
becomes necessary. The great uncel- 
tainty as to the level of future prices has 
also been a contributing factor to the 
choice of this base. 
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Recent Federal Income-tax Developments 


rhe incidence of the Federal income 
‘ax emphasized the importance of a 
cular and consistent depreciation 
solicy. Recent developments, partic- 
Jarly the need of the Federal Govern- 
ment for more funds for relief, have 
aused a critical review by the Internal 
Revenue Department of all deprecia- 
ion policies. Under TD 4422, the 
Bureau may disallow depreciation de- 
tions that are not supported by 
ailed computations by units or 
isses of property. ‘The relative size, 
the income account, of the total 
mounts deducted for depreciation, has 
been increasing during the past decade, 
as the proportion of the cost of products 
nufactured, represented by funds 
ready spent, has risen in this machine 
It is doubtful, however, if many 
ndustrial companies are making too 
irge a provision for depreciation, con- 
lering all of the factors previously 
numerated, and an unfortunate effect 
‘the Treasury Department’s decision 
apt to be a reduction in the charge 
gainst operations to cover the impor- 
but indefinite and uncertain ele- 
ments of inadequacy and obsolescence, 
ncerning which definite proof cannot 
submitted tointernal revenue agents. 
\nother disadvantage of the Treasury 
Jepartment’s attitude is in connection 
vith retirements. Where depreciation 
as been computed on composite rates 
no losses on retirements are allowed. 
in other cases it has become difficult 
convince department representa- 
tives that the original estimates of 
robable useful life were fairly deter- 
mined. The effect has been to allow 
preciation during the useful life of 
property based on a maximum 
ssible useful life, and later when the 
perty is retired to hold that the 
perienced minimum life should have 
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been used as a basis for the computa- 
tion, thus allowing less than the total 
cost as depreciation and permitting no 
deduction for loss or retirement. The 
department in general has seemed to 
overemphasize the value of straight- 
line depreciation on individual units 
and to look with disfavor upon the 
composite rate, which has the ad- 
vantage of giving effect to the averaging 
factor. 


Public-utility Depreciation Policies 


It is a matter of prime consideration 
whether or not there are underlying 
differences between the theory of de- 
preciation as applied to public utilities 
and that applied to industrial com- 
panies. A study of the history of 
public regulation and consideration of 
the special factors introduced by the 
theory of public convenience and con- 
trol by regulatory bodies should enable 
this question to be answered in the 
affirmative. 

Reproduction vs. Historic Cost.—It 
is both interesting and somewhat amus- 
ing to review the development of the 
attitude and policies of various govern- 
mental bodies towards the problem 
of depreciation as it relates to rate 
regulation. As a result of the high 
cost of initial construction of our 
transcontinental railroads, Mr. William 
Jennings Bryan and other champions 
of rights of the common voter urged 
before the Supreme Court during the 
1890’s a theory of rate making based 
upon reproductive costs rather than 
actual or historical costs. They suc- 
ceeded in carrying the Supreme Court 
with them in the important case of 
Smyth v. Ames? against the opposition 
of the railroads. With the rapid in- 
crease in prices during the early part of 
the twentieth century, however, the 


2 169 U. S. 466 (1898). 
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utilities began to champion with en- 
thusiasm the principles laid down by 
the Supreme Court in Smyth v. Ames, 
and the Interstate Commerce Com- 
mission, which in 1914 was given power 
to regulate the carriers, was forced to 
accept the general principle of reproduc- 
tion cost. In order to obtain a lower 
rate base, however, the Commission 
formulated rules for the calculation of 
depreciation on a straight-line basis and 
proceeded to determine the accrued 
depreciation on that basis from the 
inception of the roads. By deducting 
this ‘“‘accrued depreciation” from re- 
production cost, the increase in values 
obtained by using current levels was 
largely eliminated. But the courts did 
not accept this practical reversal of 
the results of their decisions. 

Public utility managements generally 
had realized at a comparatively early 
stage that there was a logical connection 
between the amount of depreciation 
charged into operations and the amount 
of accrued depreciation deducted from 
property accounts; and in general they 
concluded that, in arriving at the rate 
base, their interest lay in keeping the 
deduction from gross asset value as 
low as possible, even if it involved a 
correspondingly low charge for de- 
preciation as a part of the cost of 
rendering the service. In disputed 
rate cases, therefore, they fought stren- 
uously, and on the whole successfully, 
for the limitation of the deduction from 
capital value to what has been called 
‘“‘observed depreciation.”” It has been 
somewhat surprising that the courts 
should have been so ready to admit the 
superiority of the powers of observation 
over the powers of reasoning in dealing 
with this question. It has been difh- 
cult to believe, for instance, that 


observation is a better guide to deter- 
mining the service value of an installa- 
tion of electric light bulbs than the 





processes of reasoning, which leads ong 
to believe that, on the average, bulb; 
will be somewhat less than 50% wory 
out. 

In the Southern Bell Telephone cas. 
one of the important questions at issye 
was whether the depreciation reserye 
shown by the books and computed on 
the straight-line method should be 
deducted from the rate base, or only 
the ‘“‘observed depreciation” as deter. 
mined by the plaintiff’s engineers, 
The opinion of Judge Cochran on this 
point is of sufficient interest to quote 
from it somewhat fully as follows: 


“The testimony shows that the plaintif 
caused an actual physical examination of 
its property to be made for the purpose of 
determining the depreciation. There are 
various methods employed by experts to 
determine depreciation. The defendants’ 
expert apparently prefers what he terms 
‘the straight-line method.’ As the court 
understands it, in this method the main 
factors are the age of the plant and its 
probable life. The age is ascertained from 
the history and inspection, and the proba- 
ble life from studies and inspection by 
experienced men. It is assumed that the 
depreciation is uniform and constant, and 
defendants’ expert stated that it was used 
in those plants where the depreciation is 
uniform and constant. Having  ascer- 
tained the age of the property and its 
probable life, a definite rule is obtained 
whereby to fix exactly the amount of 
depreciation at any particulartime. Thus, 
as explained by the witness, if the property 
is five years old and its probable life is ten 
years, the depreciation is 50 per cent. It 
is obvious that this rule is highly theoretical 
and may in many cases lead to grossly 
erroneous results. This same witness also 
discussed the ‘curved line rule,’ which 
assumes that depreciation comes on very 
slowly at first, so far as percentage is con- 
cerned, but rapidly towards the end of the 
life of the property. This rule is more 
theoretical, if anything, than the ‘straight- 
line method.’ These rules may be of some 
value where physical examination is im- 
possible. Of course, there is no method 0! 
determining depreciation with exact mathe- 
matical precision. In physical examina 
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q the depreciation rests upon estimates 
opinions of witnesses. But the 


and } - 
+heoretical methods mentioned rest not 


upon estimate and opinion, but upon 

correctness of a theory which is of 
d abtful correctness in many cases, and 
which we know cannot be correct in all 
-ases. My own view is that certainly in a 
ase of this kind the actual personal physi- 
-al examination of the property by com- 


Lal 


petent witnesses and their estimate and 

ion of the actual depreciation is a 
inal guide than any of the theoretical 
aa that have been _ suggested. 
The decisions practically sustain this 
conclusion.””® 


This decision was rendered on April 
1925; although it shows some 
confusion of thought between the phe- 
nomenon of depreciation and the loss 
in value resulting therefrom, there 
have been no contrary decisions. 
Hence, it seems clear that at the present 
time the estimates of engineers at a 
particular time, and not reserves com- 
ited mathematically by the straight- 
line method, are to be used as a measure 
the accrued depreciation for rate 
urposes. 

Subsequently, in the United Rail- 
ways and Electric Company case, de- 
cided January 6, 1930, the Supreme 
Court went even further in holding that 
the annual depreciation charge should 
be computed on the present value 
rather than on the book value or orig- 
inal cost of the fixed assets. Mr. 
Justice Sutherland delivered the opin- 
ion of the Court, which included the 
following statements: 


“The allowance for annual depreciation 
made by the Commission was based upon 
cost. The Court of Appeals held that this 
Was erroneous and that it should have been 
based upon present value. The Court’s 
view of the matter was plainly right. One 

* Southern Bell ne Telegraph Co. v. Rail- 
5 Fed. (2d) 


Telepho 
2 Commission of South Carolina et al.. 


tp. 95 (1925). 
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of the items of expense to be ascertained 
and deducted is the amount necessary to 
restore property worn out or impaired, so 
as continuously to maintain it as nearly 
as practicable at the same level of efficiency 
for the public service. The amount set 
aside periodically for this purpose is the 
so-called depreciation allowance. Mani- 
festly, this allowance cannot be limited by 
the original cost, because, if values have 
advanced, the allowance is not sufficient to 
maintain the level of efficiency. The 
utility ‘is entitled to see that from earnings 
the value of the property invested is kept 
unimpaired, so that, at the end of any given 
term of years, the original investment 
remains as it was at the beginning.’ . . 
Knoxville v. Knoxville Water Co., 212 U. S. 
1, 13-14. This naturally calls for expendi- 
tures equal to the cost of the worn out 
equipment at the time of replacement; and 
this, for all practical purposes, means 
present value. It is the settled rule of this 
Court that the rate base is present value, 
and it would be wholly illogical to adopt a 
different rule for depreciation. As the 
Supreme Court of Michigan, in Utilities 
Commission v. Telephone Co., 228 Mich., 
658, 666, has aptly said: ‘If the rate base is 
present fair value, then the depreciation 
base as to depreciable property is the same 
thing. There is no principle to sustain a 
holding that a utility may earn on the 
present fair value of its property devoted 
to public service, but that it must accept 
and the public must pay depreciation on 
book cost or investment cost, regardless of 
present fair value. We repeat, the purpose 
of permitting a depreciation charge is to 
compensate the utility for property con- 
sumed in service, and the duty of the Com- 
mission, guided by experience in rate 
making, is to spread this charge fairly over 
the years of the life of the property.’”’ * 


Here again the Court seems to refer 
to loss in value rather than loss in 
usefulness that occurs during the period, 
as otherwise present value would not 
enter into the consideration.® 


* United Ratlways and Electric Co. of Baltimore v. 
West et al., 280 U. S. 234, at p. 253 (1930). 
* For a fuller discussion of this decision see May, 


George O., “Further Thoughts on Depreciation and 
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The decision of the U. S. Supreme 
Court in the Illinois Bell Telephone 
Company case,® April 30, 1934, which 
was discussed in the December issue 
of the Journal of Accountancy, seems 
to have discredited straight-line depre- 
ciation as a charge to operating expenses 
for rate purposes. 

The Retirement Theory of Deprecia- 
tion.—With this situation in mind, it is 
important to consider the development 
of the retirement theory of providing 
for public utility depreciation which 
was generally accepted by public serv- 
ice commissions for utilities other than 
railroad and telephone companies for 
a number of years. During the early 
development of gas and electricity 
it was found to be important to keep 
the rates as low as possible in order to 
encourage the growth of demand for 
the service. (The railroads, it must be 
remembered, were not under super- 
vision at their inception.) It was 
realized that gas and electric rates 
should afford not only a fair return on 
the capital invested but should also be 
sufficient in the long run to absorb the 
amortization of the initial cost of the 
property, or to provide for its replace- 
ment at the end of its useful life. Since 
it appeared to be to the advantage 
of both the utilities and the public to 
limit the amount of the provision for 
depreciation or retirements to the abso- 
lute minimum, the principle was devel- 
oped of charging against operations a 
provision for retirements of such units 
as had already become worn out or 
inadequate, or for which it was ex- 
pected that the inadequacy or obso- 
lescence factors would in the immediate 
future render replacement necessary. 
This provision was substantially less 





the Rate Base,” XLIV Quarterly Journal of Economics 
4, August, 1930. 
* Cit. supra, footnote t. 


than that computed on the ordinary 
straight-line basis but, so long as the 
return was computed on the gross asset 
value, no one was harmed and both 
parties benefited by the increased de. 
mand resulting from the lower rates, 

The telephone utilities, however, rec- 
ognizing perhaps that the obsolescence 
factor was somewhat more important 
than in the case of electric and gas 
utilities, welcomed the Interstate 
Commerce Commission _ regulations 
providing for depreciation on a straight- 
line basis, at least in so far as a deduc- 
tion from operations for rate purposes 
was concerned. When it came to 
deducting accrued depreciation on a 
straight-line basis from the rate base, 
however, they objected, and the courts 
upheld the theory of observed deprecia- 
tion. They have, therefore, been 
carrying water successfully on both 
shoulders until the Illinois Bell Tele- 
phone decision. 


General Principles for Public Utility 


Depreciation 


With the above background in mind, 
it may be possible to formulate certain 
general principles for public utility 
depreciation: 

(1) It is important to formulate a 
consistent policy, since it is difficult to 
consider any one year by itself, and 
the results of operations for short 
periods are inconclusive. Just as in 
the case of industrial depreciation, it 
should also be understood that provi- 
sion for depreciation or retirements 1s 
of necessity based on estimates and 
assumptions and that revisions of ear- 
lier estimates are periodically required. 

(2) On account of the absence of 
competitive conditions which are usu- 
ally encountered in industrial opera- 
tions, and the important bearing of 
public convenience, the retirement 
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-yeory is perhaps better suited to the the reserve accumulated on the books 
; of utilities than the other possi- or the observed depreciation as per the 
alternatives that have been dis- engineers’ estimates. 
If such a theory is adopted, 
however, the annual provision must Constusian 
aclude an amount for units known to 
approaching replacement, as well The question of unifying the rate 
»s for those definitely retired. Cur- base and the book records has been 
ent replacement cost of the property foremost in the minds of public utility 
uld be considered rather than origi- and public service commissions for 
st in the computation. several years. The Public Service 
The charge against operations Commission of Wisconsin prepared a 
; reflected on the books should agree booklet entitled ‘‘Depreciation—A 
with the allowance for depreciation in Review of Legal and Accounting 
determining the fair return for rate Problems,” for presentation at the 
rposes, and the accumulated reserve 45th annual convention of the National 
a the books should bear some relation Association of Railroad and Utilities 
the accrued depreciation deducted Commissioners in Cincinnati, Ohio, 
m the rate base in determining the October 11, 1933. This booklet recom- 
Fpresent value for rate purposes. On _ mends straight-line depreciation for all 
ount of the frequent changes in re- purposes. The Public Service Com- 
ictive cost resulting from changes mission of New York, in revised regu- 
the general price level, as well asfrom lations promulgated for electric light 
rovements and inventions, it is and power companies to take effect 
nlikely that the cost value reflectedon January 1, 1934, and for telephone 
the books will agree at anyone timewith companies to take effect January 1, 
reproductive value. It is also 1935, provides for straight-line depre- 
nlikely that the accrued depreciation ciation. It seems absurd, however, to 
imulated on the books will agree ignore altogether the decisions of the 
tly with the observed depreciation Supreme Court in attempting to formu- 
s estimated by engineers. Since the late a depreciation policy for both 
oks constitute an historical record, accounting and rate purposes. 
necessary that they reflect, as From the above discussion it will 
y as possible, actual cost. It is be clear that the provision for deprecia- 
necessary that the book reserve tion or retirements, whether for an 
‘or retirements should represent the industrial or a public utility company, 
umulated annual provisions, less is not an exact measure of the accruing 
arges for property retired or replace- ‘“‘wear and tear, decay, inadequacy, 
In order to arrive at present or obsolescence.” The importance of 
ie, it might be possible, however, judgment and opinion in formulating 
without transgressing the decisions of a policy, in applying it to changing 
ourts, to deduct from reproduc- conditions, and in arriving at the annual 
n value an amount representing the provision, can hardly be overempha- 
same percentage of the reproduction sized. ‘The investor should recognize 
value as the book reserve for retire- this situation in his consideration of 
its is of the book cost of the prop- the depreciation deduction in the in- 


. ee, ed 
y, rather than the actual amount of come account. 
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FACT AND FALLACY ON THE 
ST. LAWRENCE 


By RAMON WYER 


HE proposed St. Lawrence Water- 

way and Power Project should be 

of interest to business men the 
country over. If we accept some claims 
made for it, its direct benefits would 
reach as far west as Idaho and as far 
south as Oklahoma. It would “‘add a 
new coastline of 3,500 miles,” thereby 
““extending ocean transportation bene- 
fits and economic relief to 40,000,000 
people now marooned.”’ Furthermore, 
it would “light all the homes and farms 
in the Northeast with the cheapest 
power in the world.” 

On the other hand, the Project is 
viewed by its opponents as being eco- 
nomically unsound and as a dole to 
certain selfish groups. They charge 
that it is the fantasy of log-rolling 
politicians and would wreak havoc with 
our national economic structure if com- 
pleted. They say that it would place, 
at government expense, an unwar- 
ranted added burden upon our long- 
suffering railroads, would cause an 
enormous loss of capital already in- 
vested in port and transportation facili- 
ties, would place the government in 
direct competition with private inter- 
ests, and would increase our staggering 
tax load. 

The truth of the matter probably is 
between these two extremes. The case 
for the Project may be colored by the 
rosy tint of enthusiastic optimism, while 
the case against it may be biased in 
favor of certain vested interests. Many 
popular fallacies concerning the Project 
have arisen as a result of propaganda on 
both sides. In order to gain a fairer 
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picture of it, some of those fallacies are 
presented here along with pertinent 
facts. 


Not a New Trade Route 


Disciples of the cause for the pro- 
posed Waterway have claimed that its 
completion would open a new trade 
route for the Middle West. They have 
said a great deal about the need for 
making the St. Lawrence a “new 
international highway to the sea.”! 
Appeals for it have inferred or stated 
that our “land-locked Middle West” 
has no outlet to the ocean. Such 
inferences are directly contrary to the 
facts. There now exists a St. Lawrence 
Waterway allowing shipment from lake 
ports to the ocean over an all-water 
route; it is only 14 feet deep, however, 
whereas the proposed Waterway would 
have a minimum depth of 27 feet. 

A recent report to President Roose- 
velt from the Department of Con- 
merce? estimates (on a 1929 basis) that 
the proposed Waterway would handle 
a total of 13,000,000 tons of freight. 
Yet during the year 1928, 8,411,542 


tons were moved over the present 14 


foot Waterway.’ It appears, then, 
that the proposed Waterway is merely 
an expansion of an existing and thriving 


1See Bulletins of the Great Lakes-St. Lawrenct 


Tidewater Association. 


? Report to President Roosevelt by special inter 


yn. 


departmental committee, January 10, 1934, 
Frank R. MecNinch, Chairman. 

3 Canal Statistics, 1928. 
and Canals, Dominion of Canada. 
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Waterway to allow larger vessels to 
use it, rather than a new trade route to 
che “land-locked Middle West.” 
Backers of the Project paint a dazz- 
‘ag picture of the flags of all nations 
fying in our Great Lakes ports‘ in 
trying to show that ocean steamers 
would come to the Lakes if the proposed 
Waterway were built. It is tacitly 
assumed that if it were physically pos- 
‘ble to bring ocean steamers to the 
t Lakes, they would come steaming 
‘) in great numbers. Whether this is 
merely an impractical dream or may 
some day be a reality can be determined 
st by looking at the economic facts 
lake transportation. 
\n ocean freighter cannot begin to 
mpete with a lake vessel in so far as 
ficiency of transportation and han- 
ingofcargoareconcerned. ‘Theocean 
'steamer must be heavier and more 
f ruggedly constructed for the ocean part 
(the voyage. Its cargo space is not 
nly relatively smaller than that of the 
ike boat but is so placed that it is 
much harder to load and to discharge. 
The Great Lakes freighters, with their 
us holds, minimum of unused 
pace, and unique provisions for rapid 
loading and discharging, probably are 
most efhicient deep-water vessels 
in the world. Ocean freighters would 
be unable to compete with them for the 
lake haul even if it were possible to 
bring the ocean vessels to the lakes. 
Completion of the proposed Waterway 
would practically mean, then, that lake 
freighters would go to Montreal where 
their cargoes would be transferred 
cirectly to ocean steamers, instead of 
she deep-sea ships coming up the lakes 
; Detroit, Chicago, Duluth, or Fort 


‘See Pulley ¢ : : 
bulletins of the Great Lakes-St. Lawrence 
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Freight-saving and Trafic Estimates 
Exaggerated 


Another much-heralded claim for the 
proposed Waterway was expressed by 
Governor Olson of Minnesota when he 
stated that its development “would 
permit the transportation of wheat to 
the foreign markets by as much as 
10 cents a bushel less than the present 
rate.” A well-known “transportation 
and port specialist” is even more 
optimistic and predicts savings to the 


farmer as high as 12.1 cents per 
bushel.® 

The entire saving predicted by these 
men must be made between Lake 


Superior and Montreal, since ocean 
steamers that would use the proposed 
Waterway now can come up the St. 
Lawrence as far as Montreal. Yet the 
rate per bushel of wheat over the pres- 
ent Waterway was 3.79 cents in 1933 
for transportation from the head of 
Lake Superior to Montreal.® ‘The aver- 
age rate per bushel for the same long 
haul has been, for the past five years, 
only 6.16 cents.’ Reloading expenses 
at Montreal are negligible. A saving 
of 10 cents, or even a large part of it, 
is obviously impossible. 

One of the most widely discussed rea- 
sons for building the proposed Water- 
way is that “‘our present transportation 
agencies are unable to handle the freight 
trafic of the Middle West.’* ‘This 
argument harks back to war-time and 
post-war conditions. Our transporta- 
tion facilities undoubtedly were con- 


' Ritter, Alfred H., Transportation Economics of 


the Great Lakes-St. Lawrence Ship Channel. Great 
Lakes-St. Lawrence Tidewater Association, 1925, 
p. 124. 


6 Canal Statistics, 1933. Department of Railways 
and Canals, Dominion of Canada. 

7 [bid. 

See Bulletins of the Great Lakes-St. 
Tidewater Association. 


Lawrence 
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gested and over-burdened then; since 
that time, however, our railroads have 
been amply able to take care of all 
available traffic. During the years 
1924 to 1928, there was an average 
monthly surplus of more than 240,000 
freight cars in this country, while the 
shortages were negligible.® 

The problems confronting our rail- 
roads are not due to an excess of 
traffic, but rather to a scarcity of it. 
Furthermore, the development at pub- 
lic expense of the inland waterways by 
our government and the building of the 
Hudson Bay Railroad by the Canadian 
government, allowing direct ocean ship- 
ment of grain, have made the possi- 
bility of future traffic tie-ups more 
remote. 

The Department of Commerce sev- 
eral years ago estimated that the traffic 
of the proposed Waterway would be 
23,000,000 tons annually.” An analy- 
sis made for the Great Lakes-St. Law- 
rence Tidewater Association puts it at 
more than 30,000,000 tons per year." 
These two estimates of expected traffic 
have received a great deal of attention 
and have been made the basis for fre- 
quent claims for the proposed Water- 
way. On the other side, the more 
recent study made by the Brookings 
Institution’? estimates the potential 
traffic to be 10,500,000 tons. 

The Department of Commerce figure 
of 23,000,000 tons was arrived at by 
statistical procedures that are seriously 
open to question. Exports and im- 





* Summary of Car Surpluses and Shortages, 1924- 
1928. American Railway Association. 

10 Report of Joint Board of Engineers on St. Lawrence 
Waterway Project, Senate Document $183, 69th Con- 
gress, Second Session, January, 1927, p. 3- 

1! Ritter, op. cit., p. 124. 

12 Moulton, Harold G., Morgan, Charles S., and 
Lee, Adah L., The St. Lawrence Navigation and Power 
Project. Washington: The Brookings Institution, 


1929. 


ports from 1921 to 1924 were used x 
a base, dollar values were used in com. 
puting potential tonnage, and the exis. 
ing St. Lawrence canal traffic was 
included regardless of duplication. Th. 
earlier figure of 30,000,000 tons te. 
ferred to tonnage that might be ey. 
pected to move over the proposed 
Waterway. In the words of its creator. 
however, this figure represents “the 
trafic that will be subject to the 
favorable influence of the water. 
way’; or, in other words, the total 
year-round traffic moving in and ow 
of the region that the proposed 
Waterway would serve. How much 
of that total the proposed Water. 
way would carry in competition wit) 
the many other transportation out- 
lets and in the seven months a year 
that it would operate is an entirely 
different matter. 

The future of our foreign trade, 
upon which the proposed Waterwa; 
would depend, is extremely uncertain 
It would be open only seven months 0! 
the year at the most; and it would have 
to compete with the new Hudson Bay 
Route recently completed by the Canz- 
dian government, with our own inland 
waterway system, with the New Yori 
State Barge Canal, and with Cane 
dian and American railroads. Conse- 
quently, it would seem that the trafic 
estimates of the advocates of the pro 
posed Waterway were exceedingly opt: 
mistic. What the traffic would % 
likely to amount to is a matter 0 
conjecture. It would probably be 
lower than 10,500,000 tons per yeal, 
as suggested by the Brookings Institv- 
tion, and perhaps no higher than t 
figure of 13,000,000 tons (on a 19% 
basis) reached by a recent Departmes: 
of Commerce report.!® 





13 Cit. supra, footnote 2. 
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Cost Estimates Too Low 


The Joint Board of Engineers of the 
United States and Canada published 
in 1927 its findings as to the probable 
cost of the proposed Waterway." 
These findings, while excellent from 
the engineering viewpoint, do not square 
up with economic facts and experience. 
Although they tell only a part of the 
story, they have been used almost 
universally without making adjust- 
ments for important omissions. 

A recent White House Statement, for 
example, gives the total cost to this 
country of the navigation part of the 
completed project (separate from the 
power part) as $182,726,250, or a total 
of $365,452,500 to both countries.’ 
This latter figure evidently was ob- 
tained from the engineers’ estimates in 
this way: 

Total Navigation Costs on the St. 

Lawrence 


Lake Channels 
Welland Canal 


$184 ,659,000 
65 , 100,000 
115,693,500 


$365 ,452,500 


The Statement then went on to say 
that the annual cost of the proposed 
Waterway to the United States (in- 
cluding interest at 4%, amortization 
in thirty years, operation, and main- 
tenance) would be _ approximately 
$9,300,000. 

The engineers in making their esti- 
mates omitted three extremely impor- 
tant items. They failed to include 
(I) interest during construction, (2) a 
reserve for contingencies to allow for an 
increase in actual costs over the bare 
estimates, and (3) a provision for the 
dredging of lake ports and building of 
lake harbor facilities. 


“Senate Document #183. 
_) ee 7 
Summary of two War Department 


ssued by the White House, January 26, 1934. 


Reports 
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At present the deepest lake port has 
a depth at low water of 21 feet. It 
would be necessary to deepen all of 
these ports from 6 to 9g feet in order to 
accommodate boats that would use 
the proposed 27-foot Waterway. Fur- 
thermore, extensive harbor improve- 
ments would have to be made to allow 
them to handle the estimated increases 
in Waterway traffic. The provision 
for these harbor and port improve- 
ments has been conservatively esti- 
mated at $250,000,000. ® 

In the past, large waterway projects 
nearly always have cost actually much 
more than the precursory estimates. 
The Suez Canal, the New York State 
Barge Canal, and the Chicago Drainage 
Canal all cost more than twice the 
preliminary figures. The New Welland 
Canal which has been finished as a 
part of the proposed Waterway has 
cost much more than the first estimate. 
There is nothing to indicate that the 
remainder of the Project will be an 
exception. A reserve of only 20% 
for contingencies would be very 
reasonable. 

If, in addition, interest during con- 
struction at the rate of 4% annually 
were allowed, and the construction 
period were taken to be seven years, 
the engineers’ figures should be ad- 
justed as shown on the following page. 

On this basis, the total cost to this 
country of the navigation part of the 
Project would be $356,679,000, rather 
than $182,726,250 as given in the White 
House Statement. If we follow the 
experience of other waterways and 
allow $2,500,000" as a conservative 
estimate of this country’s share of the 
annual operating costs, then the aver- 
age total annual cost of the proposed 


16 Moulton, Morgan, and Lee, op. cit., p. 97. 
7 [bid., p. 104. 
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Waterway to the United States (in- 
cluding interest at 4% and amortiza- 
tion in thirty years) would be roughly 
$21,500,000, 


Statement. 


Total Navigation Costs on St. 

CAI oinisck eines UCCaR ae $184 ,659,000 
ee err ere er . 65 , 100,000 
Engineers’ Estimate (exclusive of 

Welland Canal).............. $249,759,000 
Reserve for Contingencies—20%. 49,951,500 
Interest during Construction at 

Pg EE COT PENCE CER Oe 47,954,000 
115,693,500 


Total Joint Navigation Cost... $463,358,000 


United States’ Share of Joint 
Navigation Costs............. $231,679,000 
Port and Harbor Improvements* 125,000,000 


Total Cost to United States... $356,679,000 


* One half of conservative estimate of Moulton, Morgan, 
and Lee. 





Navigation and Power Not Inseparable 


Recent attention focused upon the 
development of St. Lawrence power 
has indicated that in the popular mind 
the proposed power facilities are in- 
separable from the navigation develop- 
ment. Statements made by both sides 
of the controversy about the Project 
invariably treat it as an indivisible 
whole. 

There is no sound reason why the 
power development could not be built 
without constructing the proposed 
Waterway. Insuch anevent, however, 
part of the cost of the power project 
could not be written off against naviga- 
tion. The Joint Board of Engineers 
in their report in 1927 included esti- 
mates for the power enterprise alone 
and for the navigation development 
alone. If the people of Canada and 
this country should decide that the 
latter is unsound economically and 
should not be built, that decision would 
not bar the construction and operation 





rather than $9,300,000 
as suggested by the White House 


of the power portion of the Project, 
and vice versa. 

The St. Lawrence Project for many 
years was viewed primarily as a water- 
way proposal, with power generation as 
incidental. The navigation improve. 
ments have slipped into the back- 
ground during the past two or three 
years, however, because of the direction 
of public interest toward electric power, 
As one of the four great regional power 
developments being pushed by the 
present Administration, the Project 
occupies a position of prominence in 
the current controversy of the Govern- 
ment with the utilities. The threat 
of actual government competition with 
private electric utilities in the North- 
east is real. From all sides come 
conflicting statements about the St. 
Lawrence as a source of power. Claims 
made by both sides of the wrangle 
have often been founded more upon 
emotion than upon facts. An examina- 
tion of some of these claims may shed 
some light upon this aspect of the 
enigma of government ownership. 

Recent statements by votaries of the 
Project have led the public to believe 
that enormous savings in electric light 
bills would result from its construction. 
Hon. Frank P. Walsh, Chairman of the 
New York State Power Authority, has 
stated that operation of the proposed 
Waterway would effect a saving in 
power costs in nine northeastern states, 
“‘conservatively estimated at $200- 
000,000 a year.”’® This statement has 
been frequently quoted and repeated 
although it is absolutely fallacious. It 
apparently is based upon political 
strategy rather than upon facts. 

The colossal saving referred to would 
not result from the completion of the 





% Personal report by Mr. Walsh to Presidest 
Roosevelt, September 5, 1934. 
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St. Lawrence Project. 
of Mr. Walsh’s own Power Authority, 


the 


Pro ject is 


cons 


In the words 


tructed ‘“‘the 


-ecognizable saving in the cost of power 
supply would not exceed $10,000,000 a 


$910 
iv 


‘ Tr 
¥Cdal-. 


ie 


The stupendous annual sav- 
» of $200,000,000, according to the 
Power Authority itself, would be de- 


rived from an entirely different source, 
namely, reductions in local distribution 

These distribution costs, how- 
are merely the costs of local 
distribution from the low-pressure side 
‘the sub-station and bear no relation 
whatsoever to the generation of the 


a 
Sts. 


ever, 


wer. 


The immense saving predicted by 
Mr. Walsh to result directly from the 
peration of the proposed Waterway 
uld not be derived from that source 


W 


‘ould result 


from 


government 


peration of loca] distribution facilities, 
which is an entirely different matter. 
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power. 


water I 


s statement, 


ry to the implication of Mr. 


Lal 


it would not be 
necessary to build the proposed Water- 
way in order that the people of the 
Northeast might enjoy that saving. 
\ he small saving of $10,000,000 
per year, to use the words of the Power 
\uthority, ‘“‘ would 
ernible in the consumers’ monthly 


be 


scarcely dis- 


dro-electric Power Not Cheap 


of the most persistent fallacies 

ncerning the St. Lawrence Project 
is that it would be a source of ‘‘cheap”’ 
This fallacy is derived from 
the belief of the average layman that 
ower is inherently cheaper than 
ower generated by steam. It has 


* Report on Cost of Distribution of Electricity, New 


1934, Pp. 9. 





York State Power Authority, Hon. Frank P. Walsh, 


rman, 





been strengthened by statements to 
that effect by the advocates of the 
proposed Waterway cause. Mr. Walsh 
refers to St. Lawrence power as ‘“‘the 
cheapest current in the world”’ and 
speaks of it as now “running to waste” 
in spite of the fact than an enormous 
capital investment must be made in 
order to harness it. 

Such statements produce in the mind 
of the layman the erroneous impres- 
sion that water power is a God-given 
source of cheap energy, as compared 
with steam power. The popular mind 
usually is not affected by economic 
facts. Nevertheless, water power is 
worth only what can be obtained from 
it in competition with power generated 
by steam. It is neither God-given nor 
free, but may be used by mankind only 
after capital expenditures have been 
made far greater than the investment 
required to produce an equivalent 
amount of power by steam. If we 
harness the energy of falling water to 
produce electricity, instead of produc- 
ing it from coal, we supplant the low 
fixed charges and higher operating 
costs of steam generation with the high 
fixed expenses and lower operating 
charges of hydro-generation. 

Ten years ago, water power did have 
a decided advantage over steam power. 
Since that time, however, the engineers 
have so revolutionized the art of steam- 
power generation that it is no longer 
at a disadvantage. In 1923, the maxi- 
mum steam-boiler efficiency in this 
country was 75%; now it is 86%.” In 
1919, the average efficiency of steam 
turbines was 76%, while ten years later 
it was 82%.*5 Steam pressures of 275 


22 Justin, Joel D., and Mervine, William G., Power 
Supply Economics. New York: J. Wiley & Sons, Inc., 
1934, P- 79. 

23 Transactions of the Tokyo Sectional Meeting, 
World Power Conference, 1929, Vol. II, p. 756. 
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pounds in 1920 were increased so that 
pressures of 700 pounds were common 
in 1929," and super-high pressures of 
1,200 pounds are now becoming fre- 
quent. The amount of coal needed to 
generate a kilowatt-hour of electricity 
dropped from 2.5 pounds in 1922 to 
1.84 pounds in 1927 and to 1.51 pounds 
in 1932.28 This rapid advance in the 
art of steam generation of electric 
power may be expected to continue. 

The art of hydro-generation of power, 
on the other hand, is quite static. The 
efficiency of hydraulic turbines reached 
a peak of 94% about ten years ago and 
has not increased perceptibly since 
then.* It is quite possible that, by 
the time the St. Lawrence Project 
could be completed, steam generation 
of electricity will hold the same advan- 
tage over generation by water power 
that the latter had over steam power a 
few years ago. Steam power has a 
further superiority over water power in 
that it can be produced near the point 
of consumption. St. Lawrence power, 
however, would have to be harnessed 
at its source and then carried over long 
transmission lines to the places of 
actual use. 

The present wholesale energy rate 
for electric power in New York City is 
7.5 mills per kilowatt-hour.” A recent 
investigation showed that under effi- 
cient conditions it is possible to generate 
power by steam for 6.89 mills per 
kilowatt-hour;* this figure may be as 
low as 5.5 mills at 90% load factor.” 


*4 Tbid., p. 9. 

28 From U. S. Geological Survey data in Electrical 
World, January 7, 1933. 

26 Statistical Supplement to Electric Light and Power 
Industry in the United States, National Electric Light 
Association, January I, 1931, p. 24. 

7 Rate Book, 1934, Edison Electric Institute. 

% Justin and Mervine, op. cit., p. 76. 

2° Proceedings, National Association of Railroad and 
Utilities Commissioners, 1930, p. 336. 


Yet the wholesale price for electri: 
energy of the greatest water-powe; 
project in the country, the Tennessee 
Valley Authority, will be 7 mills per 
kilowatt-hour in spite of the special 
advantages™ that this great gover. 
ment water-power development enjoy; 
due to its political nature. 


Federal Electric Power ‘* Yardsticks” 


A great deal has been said about the 
electric power “‘yardsticks” that the 
Federal Government is planning or now 
building, of which the St. Lawrence 
Project would be one. These “yard- 
sticks’? are advocated as a means of 
measuring the fairness of the rates 
charged by private electric-power com- 
panies. They will be true yardsticks, 
however, only if their performance is 
measured in the same way as that of the 
private concerns. If they are operated 
on an incomparable basis, as large 
governmental projects often have been 
in the past,*! they will be merely “rub- 
ber yardsticks” stretched to suit the 
convenience of office-seeking politicians. 
The fairness of the St. Lawrence devel- 
opment as a “‘yardstick”’ for measuring 
private performance would be distorted 
by several things. 

First, the Project would not be 
taxed, as are the competing private 
concerns. Private electric power com- 
panies in this country in 1932 paid as 
taxes more than 11% of their total 
gross revenues.*? This percentage 
probably is higher now. The recent 
Walsh report makes a vague allowance 
for taxes in computing a theoretical 





3° See below for a more complete discussion of these 
special advantages. 

1See Niagara Falls; Its Power Possibilities and 
Preservation. Washington: Smithsonian Institution, 
1925. 

82.U. S. Census data in Electrical World, January ©, 
1934. 
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cost to the consumer of St. Lawrence 
power. Whether or not this allowance 
would actually be made in practice, 
‘f the New York State Power Authority 
came face to face with many of the 
trying problems of utility management 
that the report has failed to recognize, 
is reasonably doubtful. ‘The Tennessee 
Valley Authority, in spite of well- 
advertised implications to the con- 
trary,** will not pay as taxes more than 
1% of the gross value of the power 
sold at retail. 

A second cause of incomparability 
with private power concerns may be 
the charging off to navigation improve- 
ments of an undue amount of the 
original cost, thereby giving the power 
development only a part of its own 
capital burden to shoulder. As the 
proposed Waterway would be run on a 
tolls-free basis, it would be easy and 
politically expedient to charge to it 
more than its share of the capital cost. 
The Joint Board of Engineers made 
estimates for construction of the Water- 
way alone and of the power project 
alone. According to those estimates, 
the Waterway would cost 35.2% of the 
cost of building both developments.*4 
Yet the cost of the proposed joint 
project has been split so that the 
Waterway would carry 43.1% of the 
capital burden, thereby shifting part 
of the capital charges of the power 
project to taxpayers. 

Furthermore, if the New York State 
Power Authority goes into the business 
of transmitting St. Lawrence power to 
the consumer as it threatens to do, it 
may gain an added advantage over 
private companies by condemning exist- 
ing properties and naming its own price 
for them. This practice has been 
* Address at Tupelo, Mississippi, by President 


R sevelt. November 18, 1934. 
“Senate Document #183, pp. 48, 49. 


ee 
w 
_— 


followed effectively by the Tennessee 
Valley Authority. It goes without 
saying that any private utility manage- 
ment could lower drastically the cost 
of its service if it could condemn its 
competitors’ properties and name the 
price it would pay for them. 

Another way in which the St. Law- 
rence Project might be made a “‘rubber 
yardstick” would be by failing to 
charge the consumer with certain costs 
of providing him with service. There 
is no economic Santa Claus, and costs 
not charged to the consumer must be 
met by general taxation or in other 
ways. Interest during construction has 
not been provided for and would come 
out of the taxpayers’, rather than the 
electric consumers’, pockets. Items of 
general overhead may be charged to 
other governmental activities. Fur- 
thermore, men and materials may be 
transported over land-grant railroads 
at special below-cost rates to the gov- 
ernment, as is now being done on the 
Tennessee Valley Project. Obviously, 
any special advantages that the govern- 
ment uses for its own benefit in con- 
structing a ‘“‘yardstick’’ distort the 
fairness of that “yardstick.” 

Sinking-fund provisions to meet bond 
maturities may be passed by in spite 
of sharp denials to the contrary by those 
who favor the proposed Waterway, 
thereby throwing the burden of meeting 
those maturities upon the general tax- 
payer. The experience of the most- 
discussed governmental power project 
on the North American continent, the 
Ontario Hydro, indicates that political 
management is prone to overlook busi- 
ness facts by failing to provide adequate 
sinking funds.*® 


% Salient Findings of Royal Commission Appointed 
to Investigate Governmentally-Owned Hvydro-Electric 
Systems i1 Ontario, Canada, pp. 16, 17. See also 
Annual Report, Bond Dealers Association of Canada 





>) 


Conclusion 


In conclusion, the case for the St. 
Lawrence Development seems to rest 
upon the unsound foundation of falla- 
cious economics. Although the pro- 
posed Waterway would provide the 
Middle West with ‘“‘cheap”  trans- 
portation (since it would be upon a 
tolls-free basis), an annual govern- 
mental subsidy of $21,500,000 would 
be necessary. 

The enormous savings to electric 
power users which are predicted as a 
result of the harnessing of St. Lawrence 
power are without any basis of fact. 
Popular misconceptions about water 





Committee on Municipal Administration and Finance, 
1923, pp. 18, 19. 
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power and government ownership have 
been mingled with economic half-truths 
by the advocates of the Project. Cost 
figures have been distorted by the 
exclusion of interest during construc- 
tion and other items, a portion of the 
fixed charges that should be borne 
by the power development wouid be 
charged to waterway improvements, 
savings in local distribution expenses 
have been attributed to the power 
development, and the low cost of steam 
generation of electric power has been 
overlooked. If the power project were 
constructed and operated upon a self- 
sustaining basis without a government 
subsidy, it would be hard-pressed to 
meet the competition of privately- 
owned utilities. 
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THE 


INLAND WATERWAYS OF 


FRANCE 


By JACQUES LUCIUS 


RANCE is provided with a com- 
paratively extensive system of in- 
land waterways. It is noteworthy 
that she began to develop them at a 
very early date; indeed, the year 1681 
saw the completion of a work of con- 
siderable importance, the Canal du 
Midi, the forerunner of the great canals 


of modern Europe. This canal con- 
nects the Bay of Biscay and the 


Mediterranean, measures 148 miles in 
length, and has 119 locks. 

Since this period, the French water- 
has been extended and 
improved. At a time like the present, 
when every country has under dis- 
cussion vast programs of public works, 
including important projects for the 
development of inland waterways, it 
may be interesting to note down a few 

ints suggested by the history and the 
present state of the rivers and canals of 


way system 


In this connection, the questions 
which seem to be of the most general 
interest, and most likely to appeal to 
in other countries, are the 

lowing:—(1) the methods of finance 
successively adopted for the organiza- 
tion of the French waterways, and the 
system now in use; and (2) the effects 
of the development of inland waterways 
on the general transport situation of 
France, and particularly on the railways. 

But before going on to consider the 
of these questions, it will be 
necessary to indicate certain facts and 
certain figures. 


readers 


lirst 


Geographical Features of French 
Waterways 
Geographical features are of the 
greatest importance in the history of 
inland waterways. It was the favor- 


we 


wi 


able conformation of the land, which 
could readily be turned to account, 
that led to the early development of 
this means of communication in France. 
Every part of the country is supplied 
with numerous rivers, for most of these 
have their sources in the mountainous 
central region, from which they radiate 
outwards, spreading over the land in all 
directions. ‘Thus we find natural water- 
ways fairly well distributed over the 
whole territory; and further, these 
rivers flow into four different seas, the 
North Sea, the English Channel, the 
Atlantic, and the Mediterranean. Fi- 
nally, we may remark that between one 
river basin and another, communica- 
tion is as a rule comparatively easy; the 
Trouée de Belfort connects the Rhone 
and the Rhine, the Seuil de Lauraguais 
connects the Aude and the Garonne, 
and the Col de Bourgogne connects the 
Sadne and the Seine. 

However, these natural advantages, 
which furthered the construction of the 
first canals, are offset by decided dis- 
advantages, particularly today, when 
the requirements of modern transporta- 
tion necessitate waterways of much 
greater size, and of much higher quality, 
than those of former times. 

As the rivers of France radiate from 
the center of the country, they are 
naturally not navigable in their upper 
reaches, and this prevents them from 
forming a means of communication 
between the coast and the central part 
of France. Moreover, and more im- 
portant still, most of the great rivers 
which France possesses are not natur- 
ally navigable. Costly improvements 
are necessary to make them suitable 
for navigation, whether because of the 
variations in their flow (e.g., the Loire 
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and the Garonne), or because of their 
drop (¢.g., the RhGne). 

Finally, France, in those regions 
which are not strictly speaking moun- 
tainous, is a hilly country, a country 
full of little ups and downs, favorable 
for agriculture and agreeable to the eye 
of the tourist, but an impediment to the 
construction of straight canals without 
locks. 

These considerations explain why, at 
the present time, the waterways in 
constant use, which carry almost the 
whole of the traffic, are all concentrated 
in the northeast of France, in an area 
bounded by Rouen, Paris, Lyons, Stras- 
bourg, and Calais. The reason for 
this is quite simple; the northern part 
of the country is very flat, and, with 
Lorraine and Paris, forms the great 
industrial belt of France. 

Here it may be helpful to give a few 
statistics on the French waterway sys- 
tem. With its population of 40,700,000 
and its area of 212,600 square miles, 
France has 6,140 miles of waterways, 
navigable for boats and rafts, in actual 
use. (Navigable rivers, 2,940 miles; 
canals, 3,200 miles.) The statistical 
returns add to these 3,300 miles of 
waterways on which the traffic is 
negligible (620 miles being canals); and 
of these, 1,600 miles were declared 
obsolete by a law passed in 1926. As 
we shall see later, in 1931 the total 
volume of shipments rose to 52,000,000 
tons, and, expressed in ton-miles, the 
trafic reached 4,500,000,000 ton-miles. 
For the period between 1878 and 1913, 
this traffic, in ton-miles, reached about 
a quarter of the volume of the corre- 
sponding traffic by rail. 


Construction and Financing of 
Waterways, 1821-1847 


Let us now consider how this system 
of waterways, none of it practicably 


navigable without improvement, was 
constructed, and what systems of finance 
were adopted. We shall take this 
brief survey back to 1789, not with the 
object of doing homage to the historical 
point of view, but in order to have an 
opportunity of explaining the various 
experiments tried in France, from some 
of which lessons of permanent value 
may be learned.! 

The first canals in France were built 
by private individuals, to whom the 
Crown granted, along with the rights of 
way, the right of levying navigation 
dues to repay themselves for the capital 
they had raised and spent on the work 
of construction. ‘These canal conces- 
sions were grantedin perpetuity. After 
the Revolution of 1789, it was decided 
to put its doctrinaire principles into 
practice by abolishing all tolls for the 
use of all means of communication, by 
land or by water. ‘This decision is of 
great importance, for its principle has 
dominated, and still dominates, the 
body of laws governing the use of the 
roads, bridges, and waterwaysof France; 
the general rule, which admits of only a 
few exceptions, is that their use is 
absolutely free. 

The abolition of tolls, while inspired 
by disgust at the excessive amounts 
previously levied, was also the result 
of the economic ideas prevalent in the 
eighteenth century among the French 
economists known as the Physiocrats, 
theoretical upholders of liberalism, and 
authors of the famous formula, “Jatssez 
faire, laissez passer.” 





1 The authoritative work on the subject of public 
works and transportation in France, to which the 
author of this article is greatly indebted, is the Cours 
de I’ Economie Politique, Book VI (Les Travaux publics 
et les Transports), Paris, 1929, by M. Colson, whose 
high offices of General Inspector of Bridges and 
Highways, and of Vice-President of the Council of 
State, have enabled him to study these problems 
from the point of view of an engineer and at the same 
time from that of an administrator and jurist. 
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This theory in favor of the free use 
by all of the means of communication 
led to the conception that the water- 
ways ought, by their very nature, to be 
attached to the public domain, just as 
the great highways already were, in 
-onformity with the consistent and 
far-sighted policy of the Kings of 
France. All things considered, and 
speaking frankly, the incorporation of 
the canals of France in the national 
jomain, at the end of the eighteenth 
century, was one of the earliest mani- 
festations of what we call today the 
socialization of means of production; 

roads and canals were in 1789 
the first great public instruments of 
pri duction. 

However, in less than ten years, the 
financial difficulties of the Revolution 
made it necessary to reestablish the 
navigation dues, and most of the 

ncessions which had been abolished 
vere given back to their former holders 

their return to France, after the 
risis of the Revolution was over. 
[hese dues, reestablished by the law 

the 29th Floreal in the year X 
\ay 19, 1802), were to be applied to 
the cost of maintenance of the water- 
ways. This specialization came to an 
endin 1814. It is, however, character- 
istic of the ideas which were prevalent 
at that time, and which we shall come 
again later on. The theory is 
that the waterways, since they render 
services to commerce, ought to pay for 
the expense which the State incurs on 
their account. This conception is dia- 
metrically opposed to that of the 
governments of the Revolution. 

The work of extending the French 
waterway system was retarded during 
the period of unrest, when it was 
dificult to raise the large amounts of 
capital required. It was to be resumed 
with great energy between 1821 and 


across 
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1848. In 1821 and 1822, the govern- 
ment voted a vast program of public 
works, at an estimated cost, notable for 
the period, of 40,000,000 gold dollars.? 
The system adopted for the financing of 
this program was rather unusual. It 
was desired that the program should be 
worked out as a self-liquidating process. 
The State procured the capital neces- 
sary for the work of construction by 
raising loans, and, moreover, guar- 
anteed the repayment of these loans 
in case the revenue should prove in- 
sufficient. Thus the work was actually 
executed by the State, but with the 
definite understanding that the tolls 
collected from the users of the projected 
canals were to be applied to the pay- 
ments of interest and principal on the 
loans raised by the State. ‘The capital 
was procured through finance com- 
panies (par des sociétés financiéres), and 
in order to secure easier terms, the 
State agreed to share with the lenders 
half of the surplus receipts which the 
tolls were expected to bring in. 

This arrangement proved very un- 
satisfactory in practice. It gave the 
lenders a voice in fixing the rates of 
navigation dues, and caused a conflict 
of interests between the capitalists, who 
wanted to keep the rates high, and the 
boatmen and shippers, who were bent 
on obtaining rates as low as possible. 

Trouble at once broke out between 
the lenders and the State, representing 
the interests of the general public, on 
the subject of justifiable reductions of 
dues. Further, in 1845 (law of May 
29, 1845), the Government inaugurated 
a policy of buying back canal con- 
cessions and rights from private indi- 





2This article was written before the fixing of 
the gold content of the dollar, and the term “gold 
dollars” refers to United States coins of the weight 
and fineness of the period before March 4, 1933.— 
Editor. 

















viduals. This policy was emphasized, 
with a view to abolishing the tolls, 
by the Republican governments in 
power after 1870. It was brought to 
an end in 1898, when, with the excep- 
tion of 160 miles, almost all of which 
had been leased to public corporations 
(collectivités publics), all the canal con- 
cessions had been bought back by the 
State. 

Warned by the disadvantages which 
we have just described, the government, 
after 1837, gave up the idea of financing 
the canals by the method of ear-mark- 
ing the navigation dues for the expenses 
of construction. It continued to levy 
these dues, but raised the necessary 
capital by means of ordinary State 
loans. An extraordinary budget was 
created for the work of construction 
(law of May 17, 1837), in which were 
recorded the sums borrowed and their 
use in the course of the work. 

The improvements vigorously carried 
out during the period we have been 
considering, from 1821 to 1847, in- 
creased the length of the canal system 
from 750 to 2,300 miles. ‘The average 
annual expenditure during the same 
period rose to about 4,000,000 gold 
dollars. 


Developments from 1848 to 1928 


From 1848 till about 1879, public 
attention was withdrawn from the 
waterways by reason of the impetus 
given just then to railway construction. 
Between 1848 and 1860, the State 
contented itself with finishing the works 
already in progress, to the tune of 
1,600,000 gold dollars. ‘This activity 
was, however, to be slightly increased 
after 1860, as an unexpected con- 
sequence of the turn taken by French 
tariff policy in the direction of free 
trade. The manufacturers of France 
found themselves threatened by foreign 
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competition as a result of this change 
and the government decided to appease 
them by making it easier for them t 
transport their products, in compens:. 
tion for the lowering of customs duties. 
The annual program of canal constrye. 
tion was augmented, and its expense 
for this period reached an average oj 
3,400,000 gold dollars; and in 1860 and 
1867 the rates of navigation dues were 
reduced, and the revenue from this 
source fell from an average of 2,000,000 
to 1,000,000 gold dollars (Decree of 
February 9, 1867). 

A spirited revival of the policy oj 
developing the waterways was to come 
between 1879 and 1887. Quite apan 
from economic necessity, on the one 
hand, pure ideology and loyalty to the 
memories of the Revolution of 178g led 
to the abolition of navigation dues on 
the waterways where no concession 
existed (law of February 19, 1880). 
On the other hand, and most important 
of all, a period of economic prosperity 
had begun; public finance and credit 
were in a satisfactory state; and these 
facts, together with the _ inevitable 
demagoguery that lies in wait to profit 
by periods of affluence, led the govern- 
ment to consider an enormous pro- 
gram of public works, the Freycinet 
program of 1879 (law of August 5, 
1879). One billion gold dollars were 
to be spent in ten years, and 200,000,000 
gold dollars of this sum were set aside 
for the waterways. ‘The capital was 
raised by the State by the issue of 3 
security of a new type in the French 
public debt, namely, 3% bonds t- 
deemable in seventy-five years. 

As in 1847, an extraordinary budget 
was created within the national budget, 
for the capital thus raised, and intende¢ 
for use in public works. As the candi- 


dates for election vied with each other 
in their platform promises, this pr 
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‘ram of public works became swollen 
-» excessive size; moreover, falling a 
victim to the usual fate of such pro- 
under parliamentary govern- 
ments, it was divided up among far 

. many small projects; and finally, 
4s Parliament was impatient to vote 
nit, the ministers gave it too hasty an 
examination. The estimates made for 
the projects proved to be too sanguine, 
and all the promised works could not 
be carried out, especially as the develop- 
ment of the economic situation did not 
long permit the State to borrow the 
necessary sums at the advantageous 
rate of 3%. 

In order to clear up the budgetary 
situation, it was necessary in 1887, as 
in 1850, to suppress the extraordinary 
budget, since certain ministers were 
ising it to conceal their deficits. 

In spite of these difficulties, the 
impetus given to public works was very 
strong. Half of the amount set aside 
for the waterways was to be devoted to 
the construction of 1,250 miles of new 
anals; the other half was to make it 
possible to standardize the dimensions 
of the principal waterways, so as to 
permit the passage of the largest sized 
barges (300 to 350 tons burden) which 
were used in coping with the increased 
volume of traffic caused by the develop- 


F ment of industry. 


The difficulties which we have pointed 
ut were to prevent the complete ac- 
complishment of the program. The 
irst part of it was really given up, for 
nly about 100 miles of new canals were 
built. But, on the other hand, the 
ther half of the program was actively 


t carried on, and between 1879 and 1887, 


1,700 miles of canal were widened and 
deepened, and the annual expenditure 
n them reached the average sum of 
10,000,000 gold dollars. Thus, although 


there was little increase in total length, 





at least the mileage of French water- 
ways serviceable for heavy traffic was 
greatly augmented. These improve- 
ments had a decisive effect on the 
development of traffic by water. In- 
deed, from 1880 on, after a long period 
of slow advance, the volume of trans- 
portation by water in France began to 
increase by rapid strides. 

From 1887 to 1914, work on new 
projects went on at a much slower pace, 
costing about 3,000,000 gold dollars 
annually. A program of new construc- 
tion was voted in 1903, but its accom- 
plishment was interrupted by the War. 
It provided for the completion of two 
important canals which had been in- 
cluded in the program of 1878. These 
were the canal connecting the northern 
coalfields with Paris, which was never 
finished, and the canal between Marseil- 
les and the RhGne, which has recently 
been completed, and is a remarkable 
and very difficult engineering feat, as it 
includes a tunnel four and one-half miles 
long and 28 yards wide. 

Between 1821 and 1913, a period of 
comparatively stable money, since the 
gold content of the franc did not vary, 
M. Colson estimates that the expendi- 
ture on construction and improvement 
of waterways reached a total of 320,- 
000,000 gold dollars.* In 1913, the 
expenses of upkeep and administration 
reached 4,000,000 gold dollars, while 
the receipts from property taxes (drotts 
du domaine) and taxes on canal boats 
reached 600,000 gold dollars. 

It is very difficult to give comparable 
figures, or indeed, figures that can be 
measured at all, for the period since 
1914. M. Colson estimates the ex- 
penses of construction for the years 
from 1914 to 1928 at 140,000,000 gold 
dollars. ‘This includes the considerable 





3 Op. cit. p. 73. 
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sums spent on the reconstruction of 
canals destroyed during the War, for 
the burden of this work has definitely 
fallenon France asa result of Germany’s 
default. In recent budgets, the annual 
expenses of upkeep have reached a total 
of 2,000,000 gold dollars, and the ex- 
penses of new works a total of 300,000. 
Moreover, important projects of exten- 
sion have been carried out at the river 
port of Strasbourg, at a total cost of 
6,800,000 gold dollars, of which 4,000,- 
ooo were provided by the State. This 
great river port has been endowed with 
a very special system of autonomous 
administration, on the pattern of the 
new regime of certain maritime ports 
(law of April 26, 1924; decree of 
September 27, 1925). 


The Present Situation 


Now let us glance at the present 
financial situation of the waterways of 
France. ‘To cover the annual cost of 
upkeep and construction, amounting 
to 5,800,000 gold dollars, there are the 
receipts from an ad valorem tax of 8% 
or 4%, according to the nature of the 
merchandise, established in 1926 on 
goods transported by water, which 
brings in about 1,000,000 gold dollars. 
To this sum we may add about 600,000 
gold dollars, representing the revenue 
from various taxes, such as those on the 
water rights (prises d’eau) and fishing 
rights, and the stamps on way-bills of 
goods transported by water. These 
sums exacted from the users of the 
waterways do not nearly cover even 
the cost of upkeep. Far less can they 
be expected to cover, as do the receipts 
of the railways, the payments of interest 
and principal that have to be made on 
the capital invested in the work of 
construction, to the estimated amount, 
as we have already seen, of 460,000,000 
gold dollars. In default of the users 


of the waterways, then, it is the tay. 
payers of the country at large who bea; 
almost the whole burden of constrye. 
tion and upkeep of the waterways o/ 
France. 

The fact is that at the present time, 
except for about 150 miles, there j; 
no tax for use, traffic, or lockage on the 
waterways of France. Traffic is free, 
for the tax of 1926 on goods transported 
by water is not a tax for services 
rendered, but an indirect tax, to which 
the railways are also subject. We have 
seen that this principle of free use was 
reafirmed by a law of 1880, which 
declared that thenceforth no taxes 
should be levied on the waterways 
owned by the State. In 1903, there 
was a timid breach of this principle, 
when a law was passed authorizing 
chambers of commerce, departments, 
and communes to share in the expenses 
of construction work on waterways, 
and to levy on these waterways such 
tolls as should be necessary for the 
repayment of sums borrowed on their 
account (laws of December 22, 23, and 
24, 1903). The waterways of France 
are thus comparable with the highways 
in being absolutely free to all users. 
As far as I know, there is no parallel 
to this in any other country. 

What should be our considered opin- 
ion of this financial system, which places 
on the shoulders of the taxpayers of the 
whole country not only the expenses 0! 
construction, but also a considerable 
part of the expenses of upkeep and 
administration? All problems of pubic 
finance, and the levying of direct ot 
indirect taxes, resolve themselves into 
a question of what is to be accepted as 
an equitable distribution of public 
burdens. The citizen who profits by 
advantages secured by the community 
ought to pay for them. Now, all the 
waterways of France, even the rivers, 
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have been improved at the expense of 
-he community; and as their use secures 
special advantages for boatmen and 
shippers, it seems natural that they 
should have to pay a greater share of 
the cost than the other citizens. 

This simple line of reasoning has been 
set aside by party politicians. They 
ave sought to justify themselves by 
asserting that the development of trans- 
sortation has secured an indirect bene- 
st to the whole country; and hence, 
they maintain, if this benefit is paid 
f r by indirect taxation, the distribu- 
ion of the expenses of construction 
and upkeep will, in the last analysis, be 
much the same as if special taxes were 
evied on the use of the waterways. 
[o prove their point, they cite the 
example of the roads. 

This reasoning, in my opinion, should 

rejected. In the first place, what- 
ver indirect benefits may accrue to 
the country from its system of water- 
yays, it is certain, as we have just 
said, that the actual user of these 
waterways reaps a direct profit from 
each shipment he makes. It is there- 
fore just that this profit, peculiar to 
ne class of citizens, should be devoted 
to repayment of the sums expended by 
the community to secure it for them, 
before the resources of the other citizens 
are tapped. But moreover, these rea- 
sons are strengthened by the fact that 
the users who profit directly by the 
waterways are few in number, and 
form a special class of citizens. 

This is true of the waterways, but it 
is distinctly not true of the roads 
setting aside the question of shipments 
by truck); for the roads are used by the 
whole body of taxpayers, and this 
ustifies the government in distributing 
their expenses by means of indirect 
taxation only, and making their use 
iree to all. The waterways, on the 
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contrary, are comparatively few in 
number, and they serve and can serve 
only the least hilly and the most 
industrial regions. We have seen that, 
in France, this geographical localization 
is particularly marked. Besides this, 
inland navigation is only suited to the 
transportation of heavy goods, the 
goods of large industries and wholesale 
commerce, to the exclusion of all retail 
trade. 

From these facts, it is perfectly 
clear that those who use the waterways, 
or derive a direct profit from them, 
belong to a very limited and definite 
class. When it exempts this class 
from all taxes on the use of waterways, 
the State is very far from taking 
measures to distribute public burdens 
in accordance with individual ability 
to contribute; on the contrary, it is 
favoring the rich industrial regions, 
and great industrial enterprises, which 
are allowed to profit freely by public 
works partly paid for by the taxpayers 
of regions which are less rich, and which 
derive no direct advantage from the 
works. 


Water vs. Rail Transportation Costs 


The unfair and undesirable con- 
sequences of allowing the free use of 
waterways are not confined to those 
which we have just described. They 
have their influence on the general 
transportation situation of the country, 
and in particular they falsify the 
relations between transportation by 
water and transportation by railway. 
It is this aspect of the question that 
we now have to study. 

Let us consider the place of transpor- 
tation by water among all the means of 
communication in France. 

We have already seen that before 
the War the traffic on French waterways 
reached about a quarter of the volume 
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of traffic by rail, expressed in ton-miles. 
Trafic on the waterways began to 
increase by leaps and bounds after 
1879. ‘This was the date of the adop- 
tion of the Freycinet plan, which 
undertook the standardization of 1,700 
miles of canals, by enlarging them to 
dimensions adequate for a barge of 350 
tons (dead-weight tonnage). In 1909 
the mileage of standardized canals had 
increased to 2,100 miles. 

Between 1879 and 1913, traffic by 
water tripled in volume, while traffic 
by rail showed a similar increase. In 
1931, the date of the most recent 
statistics, traffic on inland waterways 
had reached 4,550,000,000 ton-miles, 
as against 38,300,000,000 ton-miles of 
freight on the railways. ‘Thus the rela- 
tive positions of these two means of com- 
munication have materially changed 
since the War. In determining the 
value of the services rendered by the 
waterways, an important point to re- 
member is the cost of transport. This 
is very difficult to determine in a general 
way, for it depends on many widely 
varying factors. 

In this connection, it is essential to 
keep the geographical facts in mind. 
We must remember that France has no 
great navigable river that could be 
compared to the great rivers with slight 
drop and regular flow that are to be 
found in northern and eastern Europe. 
Still less can we draw any parallel with 
the great rivers of America, or with the 
system of waterways of the Great 
Lakes, where navigation is almost mari- 
time in character. The only French 
river which can be compared with the 

great navigable rivers of Germany is 
the Seine, with its unlimited capacity 
for shipping and its slight drop; but 
these qualities are counterbalanced by 
its extremely winding course, which 
makes the distance between Paris and 
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Rouen 79% longer by water than by 
rail. 
These facts explain why, in France 
the railway almost always shows , 
transportation cost per mile lower, 
rather than higher, than that of the 
canal boats. This appears clearly from 
the figures given by such an impar. 
tial and well-informed expert as M. 
Colson. 
In order to make a fair comparison 
between the two modes of transporta- 
tion, we must choose units which are 
equivalent at all points. Thus we need 
consider only railway lines which are 
making a good profit, that is to say, a 
profit comparable with that of the 
competing waterways, say 0.5 to 1%. 
Further, as the cost of canal transporta- 
tion is given for fully loaded boats of 
300 to 350 tons, it must be compared 
with the cost for fully loaded trains of 
the same capacity. 
With these qualifications, the direct 
cost of transportation per ton-mile, 
that is to say, the cost after deduction 
of the fixed charges of the enterprise 
(original investment [capital @’ établisse- 
ment], general overhead expense, ¢tc.) 
varied for the waterways between 0.30 
and 0.38 of one cent (gold), while for 
the railways, it was lower than, or at 
most equal to, 0.30 of one cent. In 
addition to this difference, there are two 
other facts to be taken into considera- 
tion. In the first place, the journey 
by boat is almost always very con- 
siderably longer in France than the 
journey by railway, because of the 
circuitous course of the waterways, and 
the concentration of the French railway 
lines. In the second place, the railways 
provide better service than the water- 
ways; their service is more rapid and 
more regular, as they are subject to 4 
law limiting the period within which 
delivery must be made. 
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In consequence, the waterway retains 
‘ts advantage over the railway only in 
certain specific and therefore limited 
cases; for example, where the consignee 
or the consignor has his warehouse on 
the banks of the canal, and there is no 
trucking expense to be added to the 
cost of transportation; or, again, where 
the goods are loaded or unloaded in a 
maritime port at the mouth of a river, 
such as Rouen, and the barges can go 
directly alongside the cargo boat, so 
that it need not put in at the quay; or 
finally, when the goods must be stored 
for a long period, and can be kept in 
lighters or on quays at less expense than 
anywhere on the railway. 


Comparison of Initial Costs 


The foregoing comparison bears only 
the cost of transportation. We 
must now compare the initial costs of 
onstruction of the two systems. ‘Tak- 
ing the canals first, we find in the flat 
districts of France, which are the only 
regions where they can be built, the 
onstruction of canals costs the same 
imount as the construction of railways 
having an equal traffic capacity. On 
the other hand, there is no river in 
France which is naturally navigable, 
without expensive improvements, cost- 
ing at least as much as the construction 
ia railway providing equivalent means 
fcommunication. Finally, the French 
railway system is today sufficiently well 
developed to insure adequate com- 
munications throughout the country. 
The result is that building a canal in 
France, where the railway can carry 
ul the traffic, is simply spending fresh 
capital to provide means of communica- 
tion which the railway already pro- 
vides, and provides more effectively 
‘han any canal can do, since it under- 
takes the express transportation of goods 
and passengers. On the other hand, if 





the railway lacked facilities to cope 
with all the traffic offered to it, it 
would be cheaper, instead of building 
a canal, to increase the traffic capacity 
of the railway by reinforcing the line, 
improving the signal system, perhaps 
multiplying the tracks three or four 
times. ‘Thus, in France, money spent 
on the construction of a railway will 
always give a better return than money 
used for the construction of a canal. 

These conclusions, simple as they are, 
and suggested by experience, without 
reference to any preconceived idea, 
have not found favor with the parlia- 
ments or governments of France. 

We have seen how, since 1879, con- 
siderable work, mainly of improvement, 
has been done on the waterways. Im- 
portant projects for new works have 
been discussed, as, for example, that 
on the navigable part of the Rhone; 
they have been undertaken, as the 
canal between the northern coalfields 
and Paris; or they have even been car- 
ried out, as the canal connecting the 
Rhone with the sea. All these canals 
would duplicate the railways already in 
existence, which have proved adequate. 

If I insist on the aspect of this ques- 
tion which hinges on party politics, it 
is because it is not peculiar to France, 
and because in the matter of public 
works in general and waterways in 
particular, all countries which have a 
representative form of government are 
exposed to the same weaknesses and the 
same costly mistakes. The fact that 
the waterways are really a_ public 
liability is partly obscured by the 
French custom, which we have already 
mentioned, of allowing absolutely free 
use of practically all waterways, while 
the costs of construction and mainte- 
nance unjustly fall on the taxpayer. 

This mistake has given rise to an 
inherently self-contradictory state of 
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affairs. Fiscal resources are tapped to 
create a means of communication more 
expensive than the railway, and hence 
economically useless. It is only at the 
expense of the general public that it 
can enter into competition with the 
railway, and the advantages expected 
to result from this competition, namely, 
improved service and lower rates, could 
also be realized only at the expense of 
the general public. But in any case, 
it is useless, on all counts, to hope for 
these advantages, for where there are 
two competing means of communica- 
tion, with different costs of transporta- 
tion, either they will eventually come 
to an agreement, or the weaker will be 
forced out of existence. 


Handicapping the Railroads 


But this is not the whole story; the 
losses suffered by the country are not 
confined to a sterile investment of 
capital. In creating this useless com- 
petitor of the railways, the community 
is offering a threat to the financial 
stability of the railway systems. And 
yet the public is interested to the 
highest degree in maintaining their 
stability, first because the railway is 
the most essential and invaluable means 
of transportation for the country, and 
then because the securities of the rail- 
ways are very widely distributed among 
the French public. 

Thus we are the spectators of a very 
curious scene, where the taxpayers pay 
out their contributions to undermine 
the strength of the very enterprises in 
which their money is invested, and 
which, moreover, are fundamentally 
essential to them. However, it must 
be noted that most countries today 
present the same spectacle in the com- 
petition of road and rail. 

All this is the consequence, partly of 
the illogical reasoning of parliamentary 


assemblies, but chiefly of the attitude 
of distrust and hostility which charac. 
terizes the relations between the State 
and the railways in most countries. 
It is much easier to assign a cause to 
this vague and uneasy obsession by 
observing the psychology of crowds 
than by studying logic and political 
economy. 

It would seem that France ought to 
be exempt from this distrust, for her 
railways have a mere concession for a 
limited period, and are moreover sub- 
jected to an extremely strict control by 
the State, which fixes the rates at its 
discretion. The facts are not as we 
might expect, however, and the State 
control, as it has turned out, has only 
served to curb the freedom of the rail- 
ways in their struggle against the com- 
petition of the waterways. 

If the railways were free to fix their 
own rates, since their transportation 
costs are lower than those of the water- 
ways, they would almost always be able 
to lower their rates, for the goods and 
the areas that are the subject of com- 
petition, to a level where the canals 
could not make any profit; then either 
the canals would be ruined, or they 
would be willing to come to an agree- 
ment with the railways. This is what 
happened in England, and also what 
happened in France in the nineteenth 
century to the Canal du Midi, at 
time when tolls were still being levied. 

But in France, not only are the costs 
of construction and upkeep of the 
waterways paid by the taxpayers ané 
not by the users, while the railways do 
not enjoy this advantage; but further, 
the railways do not have the freedom 
of action which would allow them to 
lower their rates where competition 
presses them hardest, without suffering 
a corresponding loss in that part 0! 
their business which is not subject 
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competition. The law (this time a 
‘yst law, for this measure prevents 
-ertain abuses) compels the railways to 
charge the same rates for transportation 
f the same goods for every journey 
between the same stations. ‘The result 
‘s that, in order to recover traffic from 
the canals, the railways would have to 
out reductions into effect which would 
automatically cut down the profit on 
trafic which is not subject to competi- 
tion, and thus annul the benefit received 
from regaining the lost traffic. 

This obstacle is unavoidable, but 
thers which are quite unjustifiable 
have been added to it by the govern- 
mental policy of favoring the water- 
ways. Foralong time, the government 
has rigidly insisted that there should 
be a difference of 20%, an arbitrary 
figure which does not correspond to 
anything, between the costs of trans- 
port by water and by rail, as if the 
abolition of all dues on the waterways 
was not already a sufficient favor 
granted to the boatmen. Again, the 
government very often makes it a con- 
dition of any reductions in rates asked 
for by the railways between two points 
where they are suffering from competi- 
tion, that these reductions shall be 
extended also to traffic between inter- 
mediate stations, and even to other 
branches. 

The fault of these arbitrary measures, 
the brunt of which is indirectly borne 
by the community, is that they aggra- 
vate the other disadvantages which 
handicap the railways, as a result of the 
process of fixing their rates. I mean 
particularly the long-drawn-out pro- 
cedure, and the delays in the publica- 
tion of any changes in rates. The 
waterway, like the automobile trans- 
port, is free to fix its own rates, taking 
account of the particular position of the 
stippers and the state of the market; 


in a period of depression, these compet- 
itors have only to lower their prices 
slightly to attract some of the regular 
customers of the railways, thus offset- 
ting the loss of some of their own 
customers. ‘The railways cannot follow 
their example, both because of the 
slow procedure of reducing their rates, 
and because the public officials who 
authorize the reductions are so much 
concerned with preserving their popu- 
larity with the voters that they will 
never consent to the increase in rates 
which will come into force after the 
resumption of economic activity. 


Effect on Rates and Traffic 


The result is a lack of flexibility in 
rates, and consequently in volume of 
traffic, which makes it very difficult to 
exploit the railways; the influence of 
periods of depression is exaggerated, 
while, conversely, another provision 
in the regulations aggravates the dif- 
ficulties of the peak loads in periods of 
activity. The railways of France are 
obliged to undertake all the transporta- 
tion offered to them, and are not 
allowed a reasonable time to complete 
it, taking all the circumstances into 
consideration, as is the practice in 
most other countries, but must com- 
plete it within a fixed and invariable 
time. ‘Thus, if there is a press of traffic 
between Rouen and Paris, or even if 
navigation is hampered by the freezing 
over of the Seine, a waterway which as 
a rule competes very keenly with the 
parallel railway, the railway must willy- 
nilly absorb the sudden increase of 
traffic, and transport it without delay; 
this means that the railway must 
possess the necessary staff and equip- 
ment to deal with an unusual volume 
of traffic, and of course this extra outlay 
increases transportation costs. 
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The waterways have taken full ad- 
vantage of these obstacles placed in 
the way of the self-defense of the 
railways. ‘This appears plainly from a 
comparison of the quantity of industrial 
products, machines, etc., transported 
by water, with the rest of the traffic, 
that is to say, the heavy products of 
small value, which are usually the 
principal freight carried on waterways. 
Between 1881 and 1913, the number of 
ton-miles of industrial products carried 
increased six times, while that of the 
other traffic did not even triple itself. 
As a still more striking example, be- 
tween 1913 and 1927, the former 
increased by 41%, while the latter 
decreased by 7%. 

These figures indicate a significant 
change in the character of the goods 
transported by water. They show that 
the competition offered to the railways 
is on the increase, for the goods thus 
taken from the railways are not heavy 
goods, but on the contrary, the very 
kind of expensive products which sup- 
port the high rates of the railways. 
‘This new development has been has- 
tened in the last few years by the 
appearance, side by side with the old 
wooden, horse-drawn barge, of the 
motor barge, driven by an engine of 
the Diesel type; it travels by night as 
well as by day, at a much greater speed; 
and by an old rule, because it is me- 
chanically propelled, this motor barge 
has the right of passing at once through 
a crowded lock, before the other barges. 
These new, and swifter, vehicles, whose 
number (2,100) has increased five times 
in the last five years, are designed to 
transport lighter and more valuable 
goods, which up to that time had not 
been shipped by water. This new 
competition, and the rights accorded 
to the new boats, which are owned by 
corporations, formed the grounds for 
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the recent 
France. 
More than half of the 12,000 horse. 
drawn barges which ply on the canaj; 
of France are owned by the bargees who 
man them, and live on them with thei; 
families, making a total of 12,000 men 
and 19,000 women and children. They 
stop at night, and wait their turn at the 
crowded locks, unlike the motor-driven 
barges. Their discontent, caused by 
competition from the motor barges, 
was accentuated by the loss of traffic 
due to the economic crisis and to their 
lack of organization, which caused 
freights to drop even further. As a 
remedy for this lack of organization, 
and as a means of ensuring the proper 
exploitation of the waterways, a public 
corporation, the National Bureau of 
Inland Navigation (Office National de 
la Navigation Intérieure) was created 
in 1912, with the object of gathering 
and distributing useful information 
about freight. One of its notable 
achievements has been to increase the 
number of barges drawn by motor 
tractorsonthe banks. ‘This system has 
developed considerably on the great 
canals, and has increased the speed of 
the boats. However, this bureau can- 
not, by its own efforts alone, put at 
end to the out-of-date individualism 
of the boats, which find themselves 
today at grips for the first time with 
new, organized exploitation, as a result 
of the introduction of the motor barge. 
We may therefore expect changes it 
the nature and importance of the goods 
transported by water. Notably, the 
competition between railway and canal 
may well enter upon a_ new phase, 
although, as far as one can foresee the 
future, it does not appear probable 
that the system of waterways will be 
further developed by new works © 
important improvements. Here is 4 
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new threat against the strength of the 
-ailways, which are also suffering from 
competition from the roads; but the 
sublic cannot afford to let them go 
under, and the threat only emphasizes 
the necessity of putting an end to the 
oresent anarchy among systems of 
transportation, and to the obsolete 
methods of administration founded on 
‘he vanished monopoly of the railways. 
The idea of coordination between means 
f national transportation to be worked 
ut in a new spirit and stripped of 
traditional notions, is making marked 
eadway in France, and seems in a 
fair way to be realized. 















Conclusion 





Our conclusion is as follows: The 
French system of waterways, in spite 
f the high quality of its engineering 
achievements, some of which are in the 
first rank, is nevertheless a system of 
transportation which, in this country, 
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has no advantage over the railway. 
Its apparent economy is due to the 
fact that the State pays the cost of 
construction and upkeep, and does not 
levy any tolls. This has led to the 
extension of this means of transporta- 
tion, although already out of date, at 
the same time as the railways were 
being developed, in spite of the fact that 
competition in inland transportation 
is always ruinous for the public at large. 
However, the weakness and -lack of 
foresight of State authorities have 
favored the canals at the expense of the 
better equipped railways. This is a 
mistake common alike in France and in 
other countries. ‘Today, when the con- 
traction of trade and the new competi- 
tion from the roads are threatening the 
railways, the essential means of trans- 
portation of the country, France, being 
well equipped with railways, and having 
no rivers navigable without improve- 
ments, has no further need to extend her 
system of waterways. 



























THE ENGLISH BANKING SYSTEM! 
By J. PHILIP WERNETTE 


URING the past few years there 
has been much criticism in the 
United States of the American 

banking system. Many persons have 
suggested that we should do well to 
remodel our system after those of other 
countries in which banking has appar- 
ently been more successful. The pur- 
pose of this study is to present a 
description and analysis of a banking 
system which is often presented as a 
model system—that of England. Al- 
though the task set is that of description 
and analysis rather than that of making 
recommendations for reform, it is not 
inappropriate to suggest that policies 
and practices which work well in one 
country would not necessarily work 
well in another. 
The Big Five 

English banking is conducted mainly 
by a few very large banks, each having 
many branches. There are, however, 
about 100 banks operating in England. 
There are 16 English joint stock banks, 
4 English private banks, 30-odd Do- 
minion banks having London offices, 
and s50-odd foreign banks having Lon- 
don offices. There are no statistics 
available on the volume of business 
which is done in London by the Domin- 
ion and foreign banks, but it is safe to 
say that it is comparatively small. 
The total resources of the 4 private 
banks amounted on December 31, 1932, 
to only £20,000,000. The size of the 
joint stock banks is indicated by the 
following table: 

! This paper is based largely on research carried on 


in England while the author was a fellow of the Social 
Science Research Council. 
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Num. of 
Name of Bank mre Total Resources 
branches 

1. Barclays Bank...| 2,070 | £ 414,234,297 
2. Baring Bros. & Co. I 23,012,278 

3- British Mutual 
Banking Co..... none 1,017,451 
4. Coutts & Co.*.... 4 22,674,883 
5. District Bank.... 400 63,441, 694 
6. Glyn Mills & Co.. 2 39, 328,902 
7. Isle of Man Bank 9 3,418,928 
8. Lloyds Bank..... 1,924 439,054,086 

g. London Mer- 
chants Bank....| none 1,918,159 

10. Manchester City 
PO itckasdeds 190 20, 308 , 608 
11. Martins Bank... || 553 98 , 121,469 
12. Midland Bank...| 2,103 462,357,979 

13. National Provin- | 

cial Bank.......} 1,371 316, 283, 267 

14. Union Bank of 
Manchestert.... 164 20,934,525 

15. Westminster 
on REET ae 338, 390, 706 

16. Williams Dea- 
cons Bank...... 202 | 37 , 805 , 564 
Peheles bc. | 10,066 | £2,302, 302,796 


| 


Source: The Economist, figures as of December 31, 


1932. 
* Owned by the National Provincial Bank. 
t Owned by Barclays Bank. 





It will be seen from this table why 
five of these banks, Barclays, Lloyds, 
the Midland, the National Provincial, 
and the Westminster, have come to be 
known as the Big Five. Not only are 
they substantially larger than the others 
but also among them they have about 
85% of the branches and resources 0! 
all English banks. ‘These five banks 
really comprise the English banking 
system. 

English banking is much more cen- 
tralized in London than is American 
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York. While New 


in New 


Vork is, of course, the principal Amer- 
) — center, in neither influence 
E nor volume of business does New York 
B dor minate the i of the country as 


dominates England. New 
'York has about one-fourth of all Ameri- 
can banking resources. London proba- 

ly has over one-third of the English 
banking business and controls most of 
the rest. The New York Federal 
Reserve Bank usually holds about one- 
resources of the entire 
System, the remaining two-thirds or 
more being in eleven other Federal 
Banks scattered throughout 
the country. Although the Bank of 
England has nine branches, only the 
head office in London is of real impor- 
tance. The head office of each of the 
Big Five is located in London. Finan- 
cial centers other than London in 
England are of much less importance 
than are financial centers other than 
New York in the United States. Bir- 
mingham, Manchester, and Liverpool 
are important, but none of them has 
the comparative domestic importance 
and autonomy of Chicago, Philadelphia, 
Detroit, Boston, St. Louis, Cleveland, 
Minneapolis, and San Francisco. It is 
more accurate than inaccurate to say 


Li nde n 


} 


LD "2 
Keserve 


that English banking is London 
banking. 

English banks are not intimately 
connected with the issuance of new 


securities. No English bank has an 
affiliated investment banking company. 
English banks act as agents taking 
subsc ‘riptions for new issues, but they 
do not underwrite them, promote them, 
or have any to sell. English bankers 
consider that their business is banking, 
and they take a very narrow view of 
what constitutes proper banking. It 
is scarcely possible to exaggerate the 
caution, conservatism, and rectitude of 
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the English banker. What Walter 
Bagehot said sixty years ago is his rule, 
‘Adventure is the life of trade but 
caution, I had almost said timidity, is 
the life of banking.” 


Legal Regulation 


Like the Bank of England, the joint 
stock banks are subject to very little 
legal regulation. There is no legis- 
lation in England which corresponds to 
the National Banking Act and the state 
banking acts in the United States. 

The banks are debarred from issuing 
their own notes, and they are subject, 
as are all persons dealing in such bills, 
to the provisions of the Bills of Exchange 
Act of 1882 which relates to negotiable 
instruments. Like all other incorpo- 
rated concerns, the banks are subject to 
the provisions of the Companies Act of 
1929. There is no elaborate code relat- 
ing to the conditions under which loans 
may be made, or to the types of invest- 
ments, the duties of officers, the keeping 
of reserves, the amount of capital, and 
the thousand and one other provisions 
to be found in American banking legis- 
lation. The banks are bound in these 
various respects only by custom and 
public opinion, if at all. 

Nor is there any governmental inspec- 
tion of banks. Each bank has its own 
staff of inspectors who visit each 
branch periodically, and the books of 
the various banks are audited annually 
by one or more outside firms of certified 
public accountants, who are elected 
by the shareholders. 


The Monopoly Question 


As there are so few banks, it is easy 
to carry out an “agreed’’ policy. 
Whether this is to be counted as an 
advantage or a disadvantage depends 
entirely upon the policies which are 
adopted. Fear of such combinations 
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has been one of the principal factors 
opposing the development of branch 
banking in the United States. Similar 
fears arose in England during the period 
of rapid amalgamation which was to 
lead to the emergence of the Big Five. 
In 1918 the Government appointed a 
Treasury Committee on Bank Amal- 
gamations to “ . consider and re- 
port to what extent, if at all, 
amalgamations between banks may 
affect prejudically the interests of the 
industrial and mercantile community, 
and whether it is desirable that legis- 
ation should be introduced to prohibit 
such amalgamations or to provide safe- 
guards under which they might con- 
tinue to be permitted.” 

The Committee held hearings, con- 
sidered evidence, and issued a report, 
the general conclusion of which may be 
taken to be their statement, ‘‘ While we 
believe that there is at present no idea 
of a Money Trust, it appears to us 
not altogether impossible that circum- 
stances might produce something 
approaching to it at a comparatively 
early date.” ‘The Committee recom- 
mended that “ . the prior approval 
of the Government must be obtained 
before any amalgamations are an- 
nounced or carried into effect.” A few 
amalgamations have subsequently oc- 
curred, with the approval of the 
Treasury. 

The number of banks is smaller today 
than it was in 1918, but the fear of 
monopoly seems completely to have 
disappeared. ‘The general consensus is 
that competition among the banks is 
keener than ever before. The competi- 
tion, however, is orderly and conserva- 
tive. This kind of competition is de- 
sirable, for unrestricted competition in 
banking is dangerous. In most lines of 


production the consumers have some 
understanding (at least) of the com- 
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modities which are being supplied 
However, the commodity which ; 
supplied by bankers to their depositon 
—safety—is one the quality of which 
the depositors cannot judge accurately 
Consumers of ordinary commoditig 
can judge their quality roughly from 
day to day, but bank depositors dis. 
cover only if their bank fails that they 
are not getting safety, at which time j; 
is too late for them to avoid losses, 

There is no fundamental difference 
between the English and Americap 
system of clearing checks. There ar 
clearing houses in London (which is by 
far the most important) and in 1 
Provincial cities. Only 10 of the hun- 
dred-odd banks doing business in Lon- 
don are members of the London clearing 
house. The remainder maintain ac- 
counts with and clear through one of 
the member banks. As in the United 
States, checks drawn on and deposited 
in the same bank do not enter the 
clearings. This applies to checks pass- 
ing between branches of the same bank, 
with the result that the proportion of 
intra-bank “clearings” is larger than in 
the United States. 


Foreign Interests 


Each of the Big Five has important 
banking interests outside of England. 
Barclays Bank owns Barclays Bank 
(Dominion, Colonial, and Overseas) 
which has over 400 branches in Africa, 
the West Indies, and the Mediterranean 
regions; Barclays Bank (France) Ltd. 
having 15 branches in France and 
North Africa; Barclays Bank (S.A.1) 
in Rome and Genoa; the British Line 
Bank, having over 200 branches 
Scotland; and Barclays Bank (Canada). 

The Midland Bank is the only one of 
the Big Five which has no banking 
interests outside of the British Isles. 
The Midland Bank believes that for 
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plied, 


‘on business it is advisable to use 
-al banks as correspondents and 
ents rather than to own their own 
; In this respect the Mid- 


rganizations. 
land Bank prefers what is called in the 
United States the ‘“‘correspondent”’ 


rem. The bank owns the Belfast 
Company, Ltd., with 100 


Ibranches in Ireland, the Clydesdale 
§ Bank, Ltd., with 190 branches in Scot- 


and the North of Scotland Bank, 
having some 160 branches in the 


> country. 
Llovds Bank controls the Bank of 


»ondon and South America, Ltd., hav- 


ing some 50 branches in South America; 
the National Bank of Scotland, Ltd., 
with 160 branches in Scotland, and the 
National Bank of New Zealand, Ltd. 
The bank (with the National Provincial 


Val 


>»? 


owns Lloyds and National Pro- 
vincial Foreign Bank, Ltd., having 20 
branches in France, Belgium, and Swit- 
zerland. ‘The bank has a small interest 

the Bank of British West Africa, 
Ltd., which has 40 offices. 

The National Provincial Bank has 

mewhat smaller foreign interests. It 
wns shares in the Bank of British 
West Africa, Ltd., and, as stated above, 
is part-owner of Lloyds and National 
Provincial Foreign Bank, Ltd. 

The foreign interests of the West- 
minster Bank are also relatively small. 
ltowns the Westminster Foreign Bank, 
Ltd., which has a few branches in 
france and Belgium, and the Ulster 
Bank, Ltd., with 100 branches in 
Ireland. 





Bank Organization 
Each of the Big Five has grown 
partly by amalgamation and partly 
the opening of new branches. In 


the latter half of the nineteenth century 


al banks in the various parts of 


“ngland began to coagulate into small 








THE ENGLISH BANKING SYSTEM 369 


The process was then 
continued by the merger of small 
branch systems into larger branch 
systems, finally resulting in the emer- 
gence of a few large banks whose head 
offices are in London. It is hard to 
say why this process took place. One 
consideration which is frequently men- 
tioned is the reduction of expenses, 
but there is no evidence to indicate that 
expenses have been reduced. Another 
factor was the greater distribution of 
risks under branch banking. Probably 
mere size lent prestige to the amalga- 
mated institutions. The principal fac- 
tor, however, seems to have been the 
centripetal attraction to London as the 
metropolis became of dominant im- 
portance in finance and foreign trade.? 

The English bank does much the 
same kind of business as is done by any 
large bank anywhere. In addition to 
the main functions of banks—receiving 
deposits and making loans—each bank 
offers the usual miscellaneous financial 
services to its customers. 

The organization of an English bank 
is very much like that of any large 
bank, the principal differences being 
in connection with the administration 
of branches. A bank’s organization 
chart would show at the top the board 
of directors, by whom the chairman is 
elected. Under the chairman are one 
or two chief general managers and a few 
joint general managers and perhaps 
some assistant general managers and/or 
general managers’ assistants. Some of 
these men are the chiefs of the depart- 
ments of the bank. 

Like that of any large bank the work 
of an English bank is organized into 


branch systems. 





2? Complete records of these amalgamations and the 
geneological trees of the Big Five are to be found in 
Professor Luther A. Harr’s Branch Banking in 
England. Philadelphia: University of Pennsylvania 
Press, 1929. 
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departments. ‘The number and names 
of the departments differ slightly among 
the Big Five, but the following are 
representative important departments, 
each of whose functions is adequately 
explained by its title: Accounts, Ad- 
vances, Bills, Foreign, Inspection, In- 
telligence, Premises, Staff, Trustee, 
Clearing. 


Balance Sheet Items 


We may next turn attention to the 
balance sheet of an English bank. 
Lloyds Bank is a good example because 
its balance sheet presents more detailed 
information than do some of the others. 

We may begin discussion of the 
balance sheet with the first of the lia- 
bility items, “Capital.’”’ Unlike Amer- 
ican banks, which until recently have 
been permitted to issue only one kind 
of stock, English banks issue different 
kinds, some of which are fully paid 
shares, the remainder if any being 


partially paid and carrying contingen; 
liability on the part of the owner. 
The “Reserve Fund” corresponds t 
“surplus” on an American bank bal. 
ance sheet. The indicated total of 
the capital funds of Lloyds Bank js 
thus more than £25,000,000. This 
figure, however, is smaller than the 
true amount of proprietors’ capital 
inasmuch as the contingent reserves 
which are included in the next item 
are really part of the capital. No bank 
publishes the amount of these reserves 
or makes a statement with regard 
thereto, other than saying that they 
are substantial. It follows from this 
fusion of deposits and contingent re- 
serves that we cannot know exactly 
how much of the £372,000,000 is repre- 
sented by deposits and how much by 
hidden reserves. 

*‘Current Accounts” corresponds to 
American demand deposits, and “De- 
posit Accounts”’ to time deposits. The 


LLOYDS BANK, LIMITED 
BALANCE SHEET, 31st DECEMBER, 1934 


Liabilities 
Capital: 
Authorized: £74,000,000 
in 14,500,000 “A” Shares of £5 each 
1,500,000 “B” Shares of £1 each 
Issued: £73, 302,076 
in 14,372,956 “A” Shares of £5 each, £1 pershare paidup £14,372,956 
1,437,296 “B” Shares of £1 each, fully paid......... 1,437,296 
£15,810, 252 
RNIN a5 ose Se atic $e 9 de San abit erncve 31m ile Srila RE et a eta waa £8,000, 000 
PEE WEARONE, 0 i's 5 5:0 ha cee Rea ee ee ete 500,000 
8 , 500, 000 
Profit and Loss Balance................... adihaebaats 1,211,419 


25,521,671 


Current, Deposit, and other Accounts, including Provision for Contingen- 


Notes in Circulation (Isle of Man).................. 
pg Ee err ee Tee Toe TERT TTT eT eT 
Endorsements, Guarantees, and other Obligations.... 


sadk aunt geendenee 42,513,250 


Pare Teer £372,035,984 
Re oy ee ee 104, 187 


372,140,172 
6,200 
3, 701 ,667 





£443 , 882,961 
—sse 
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Assets 
ent 
oo Cash in hand and with the Bank of England................. . £40,757,097 
ers, 3 Balances with, and cheques in course of collection on, | other Banks i in the 
| to 4 British Isles isles TETrre Cee sheteee tas oa ee Ce WERE OM ED Se 14,743,900 
bal aaa 
: j 55,500,997 
; : Mone ot Coll and Shavt Haties. i Oe re ne nt ea 36,313,120 
ar F Balances with Banks Abroad....... Rae cena otitis ak oe Fi FN ee 1,353,349 
‘his Reitich Government Treasury Bille... .. .... 2. cccceccsccceccccccescees £39,710,000 
ny Rsish Bills of EMGROGGS. « «ooo 0s cs seccccssesnewson haces ea areata 5,614, 333 
wae Coleaial and Foesign Mills. Te pr eerie eee ee L binseelale ena 1,890,513 
ital —___—_ 
ves 47,214,847 
j Investments at or under Market Value: 
_ Treasury Bonds and other Short Term British Government Securities. £37,533,473 
ink j Other Securities of, or guaranteed by, the British Government........ 45,734,059 
ve Indian and Colonial Government Securites, and British Corporation 
P Stocks Pe Or eee Pee ere Te ere orn eee ror 11,689,636 
ae Other Investments cece ine Se he ee Te eee Sa terre 2,781,887 
ey snneprmansipsieeii 
his 97, 739) 056 
re- ‘ ia te ae 
238,121,371 
Ui} Investments in Subsidiary Companies: 
re- The National Bank of Scotland, Limited......... Pas Honey ' £2,674, 389 
Bank of London & South America, Limited............. ges Gata 1,761,681 
Indian Premises Company, Limited................ Pee: 54,501 
4,490,571 
Je. Lloyds & National Provincial Foreign Bank, Limited................... 600 , 000 
; Loans and Advances after deducting provision for Bad and Doubtful 
Det ou: dini'w OS oke CREE e ek CO COTTE £135 ,927,252 
Balances in account with Subsidiary Companies..................055. 374,42 
136,301,680 
Items in transit ited terah eek apes ete peer eGes bs 6,559,747 
Other Assets and Accounts (including sundry Properties at cost, less 
SUNOUOD WIEN MN de norte cknddveeencuvaustenacsas Let Pea aye 3,765,438 
Bank Premises, at cost, less amounts written off............. eee’ 7,829,234 
Liabilities of Customers for Acceptances. 65s < so's.s6.06 6.0.90:00 sscaaaneks 3,701,667 
Liabilities of Customers for Endorsements, Guarantees, and other Obliga- 
A, 20 POF COMERS «io 5 occk br kaeaes baa eiatem ees pad ate ¥F 42, $13,250 
£443, 882 32,961 
Note: This balance sheet has been contracted somewhat. 


item ‘Acceptances’ represents the Short Notice” represents the sums lent 
: banks contingent liability on bills which by the bank to stock brokers and bill 
it has accepted for its customers. brokers—principally the latter. It will 
There is a corresponding asset be noted that the bulk of the bills 
m. The other liability items are which the bank holds are Treasury 
self-explanatory. bills. This condition is due chiefly 
We may turn now to the assets. to the depressed state of international 
Che first item, “Cash,” is probably _ trade. 
divided about one- third vault cash and Inasmuch as “British Corporation 
two-thirds on deposit with the Bank Stocks” refers to municipal bonds, it 
| England. “Money at Call and_ will be noted that practically all of the 
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bank’s investments are governmental 
bonds. This is standard English prac- 
tice—unlike American banks the Eng- 
lish banks hold very few industrial, 
railroad, public utility, and foreign 
bonds. Of the remaining items only 
one calls for comment. ‘“‘Loans and 
Advances”? corresponds to ‘“‘commer- 
cial loans” in American banking par- 
lance. Further reference will be made 
to some of these items later on. 

The balance sheets of the Big Five 
are similar, and although depression 
causes some deviation therefrom, the 


following distribution of assets is 

representative: 
Ee Ae eee Re eee 11% 
Money at Call and Short Notice......... 10 
Commercial and Treasury bills.......... 15 
PUN ow cena ci akd eae ndice’s 15 
Ra a rctpania-siaialak Rese 4d eats wee nek ors 40 
Pes oi o5.c6.00 6s awe bere me ee ks 9 

NE Ey ica d KEK CAR ence es 100% 


In his speech at the annual meeting 
of shareholders, January 22, 1929, 
the Right Hon. Reginald McKenna, 
Chairman of the Midland Bank, gave 
the following distribution of the bank’s 
loans as of June 30, 1928: 


sR ee ee cee ree 12.25% 
Bodine and lend... .....<c0censses £2.35 
Wholesale and retail trade........... 11.25 
Investment in stocks and shares...... 8.75% 
Insurance, finance, ¢fc............... 8. 
Iron & Steel, engineering, ¢tc......... 7.75 
SI gis tevnitar a's + ita cReas 6.5 
Professional and private............. 6.5 
Food, drink, and tobacco............ 6. 
Leather, rubber, and chemicals....... 4. 
Miscellaneous trades................ 4. 
Shipping and transport.............. $.5 
Public authorities & utilities......... 4% 
Entertainments, clubs, ¢fc........... 2.5 
Mining and quarrying............... 2.5 
Impersonal accounts................ 2.75 
100.00% 


This table shows the wide diversifica- 
tion of loans which is characteristic of 
English banking. 
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Branch Banking Mz 
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Each of the large English bank; 
operates hundreds of branches through. 
out England and Wales. Their organ. 
ization and administration are natp. 
rally affected thereby in severa| 
respects. 

The branches range in size and impor- 
tance from very small part-time sub- 
branches to large branches having 
scores of employees. <A sub-branch js 
usually operated as an integral par 
of what is called a parent branch, 
That is to say, its accounts and adminis- 
tration are conducted through the 
parent branch, and the sub-branch is 
really only a distant counter of the 
parent branch. Sub-branches usually 
occupy rented quarters. Some are 
open daily and others are open only for 
one, two, or three days a week. The 
local village’s market day is usually 
selected as the day or one of the days on 
which the sub-branch is open. 

Loans are not made in sub-branches, 
their principal functions being receiving 
and paying out cash. In other words 
the sub-branch is virtually only a 
teller’s window. <A sub-branch is under 
the jurisdiction of the manager of the 
parent branch, and may be manned 
by only two employees, one of whom 
may not even be a regular member 0! 
the bank’s staff—he may be a local 
person, perhaps an ex-soldier or an 
ex-policeman who serves as a guard on 
the days it is open. Sub-branches may 
occupy only a single modest room in 4 
commercial building or residence, the 
annual rental of which may be £20 
or £30. The room is usually equipped 
with a banking counter, and only 
stationery and supplies may be per 
manently kept there, cash and account 
books being brought for the day the 

sub-branch is open. 
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Set 


branches are not parent 


Many 
branches, having no sub-branches at- 


tached to them. The banks prefer to 
own branch premises and do own most 
of them. Most of the many services 
rendered by the bank to its customers 
are available at each branch. Almost 
all branches make loans. The tech- 
nique of making loans through branches 
may be described briefly. 


Lending Technique 


Each branch manager has a lending 
limit up to which amount he may 
make loans without securing the ap- 
proval of the head office. These lend- 
ing limits vary with the size of the 
branch and the ability and experience 
of the manager. The average lending 
limit is probably somewhere between 
£100 and £200, some of course being 
smaller and others larger. The com- 
parative smallness of these lending 
limits may be inferred from the fact 
that only from 1% to §% of the loans 
made by the Big Five come under 
these limits. The vast bulk of loan 
applications must be referred to the 
head office. 

Applications for larger loans are 
received by the manager who fills in a 
printed form giving details about the 
history of the applicant’s account, the 
purpose and amount of the loan, the 
nature and amount of the collateral 
which is offered, and his recommenda- 
tion as to whether or not the loan 
should be granted. This application 
iorm is forwarded to the supervisor in 
charge of the branch, whose duty it is 
to decide whether the loan should be 
made. He may on his own responsi- 
bility discuss the loan with the chief 
supervisor or one of the general man- 
agers, and he must consult higher 
authority if the loan is very large. 
Large loans must be authorized by 
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the chief general manager and/or the 
board of directors. This process may 
seem to involve a good deal of red tape, 
but in fact it does not. Most of the 
supervisors are former branch managers 
(many are also former inspectors) with 
thirty years’ or more experience in the 
bank, and they handle the loan applica- 
tions simply and quickly. 


Branch Managers 


The bank issues a manual of instruc- 
tions which contains sections relating to 
the work of each type of employee. 
Each employee is required to familiar- 
ize himself with the instructions cover- 
ing his work. Naturally the most 
important man in a branch is the man- 
ager, and English bankers are agreed 
in saying that the principal problem 
in administering a branch bank is the 
selection of managers. Professor Harr 
says, “In practice, a capable and 
energetic member of the staff of a 
joint-stock bank is made a manager of a 
rural branch, usually because he has 
displayed a complete knowledge of 
banking theory and practice, executive 
ability, rare discernment, good judg- 
ment, and those other qualities which 
would single him as an outstanding 
figure among the thousands of employ- 
ees of the bank. ‘Thus to start with, 
the manager of a branch is a trained 
banker.’’® 

Without reflecting on the solid qual- 
ities of the English branch manager, 
one may say that Professor Harr has 
waxed a bit eloquent. ‘The truth prob- 
ably lies somewhere between his opinion 
and that of an American banker in 
London who said orally to me, ‘‘The 
restrictions on his authority are so great 
that the manager of a small branch 
need not be, and usually is not, more 


3 Op. cit., p. 125. 
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than a high-class clerk.” My own 
observations lead to the conclusion 
that the average head of a small 
American bank not only has more 
responsibility and authority, but deals 
with more intricate and difficult prob- 
lems than does the English branch 
manager. ‘The small American banker 
has much more to do than the English 
branch manager. He must decide on 
all loans, large and small, watch the 
bank’s reserve position, make the bank’s 
investments—in short, he is in charge 
of every aspect of the banking business. 
In an English bank many of these 
activities are not carried on by branch 
managers but are centralized at the 
head office where a few experts have 
charge of the work for the entire bank. 
With regard to investments, for exam- 
ple, the effect is as though all the banks 
in an entire American state turned their 
investment funds over to one large 
organization. Under such conditions 
the country banker would need to 
know nothing about bonds, accept- 
ances, and commercial paper. 


Branches and Inspection 


Competition among English banks 
has resulted in the opening of many 
branches. Some persons believe that 
this process has been carried too far. 
Certainly there are relatively more 
banking offices in England than in the 
United States. There are ten thousand 
banking offices, including branches and 
sub-branches, in England. Assuming 
that there are some eighteen thousand 
banking offices in the United States, 
we find that there is one banking office 
for every seven thousand persons in the 
United States and one for every four 
thousand persons in England; one to 
every 167 square miles of area on the 
average in the United States, one to 
every 5 square miles in England; one to 
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every $3,000,000 of banking resource; 
on the average in the United State, 
one to every £230,000 ($1,150,000, 
converting £1 at the rate of $5) jy 


England. Before jumping to the cop. like 
clusion, however, that English bank; 
are incurring unnecessary expense jp Th 
serving their customers, it must be 
remembered that many of these offices and 
are sub-branches whose cost of oper:- - 
tion is only a fraction of that of el 
the smallest American country bank. ate 
Many of the other branches also cost — 
less to operate than a small American apes 
bank. wie 
Inspection of the branches by the — 
head office is very strict and thorough. re 
Each branch is inspected at least once ‘ 
in every eighteen months. Most of the “i 
inspectors are former branch manager a - 
with at least twenty years’ experience he 
in the bank. The inspector arrives at havi 
the branch without notice, and the local 
inspection covers everything in the hh 
branch. The inspector looks over the debit 
loans, inspects collateral securities, sa 
counts the cash, checks routine activ- ‘aie 
ities, and looks over the correspondence. oe 
the employees and the premises. He dd 
writes a complete report on the branch, bank 
covering all of these things, and makes seid 
such recommendations as he wishes ia 
with regard to any of them. The ple 
ability, authority, and responsibility tet 
of the inspectors are large, and it is till n 
safe to say that no governmental iat 
inspections in the United States are as “ate 
careful and searching as the inspections ee 
in an English branch bank. It must 5 he 
be remembered too that an American mee 
national or state banking inspector 's alles 
concerned primarily with detecting vic seco 
lations of the banking act, and his TI 
authority with regard to loans and the 
investments which he considers to be bran 
legal but unsound, is extremely limited. prob 


The English bank inspector is no 
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concerned exclusively with the legality 


Sof the branch’s operations; his chief 


‘nterest is whether the branch is being 
un in a sound, proper, and business- 


like way. 
Accounting Systems 


The accounting systems in English 
and American banks are in general 
alike. The principal difference is that 


Pan English bank requires additional 


® accounts 
® branches. 
F account at the head office with either 


in connection with its 
Each branch has a separate 


a credit or a debit balance. If, after 
making local loans and after setting 


} aside an adequate amount for till cash 


ad 
~ a 


S head office account. 
© a branch accumulates too much till 
) money the surplus is sent to the head 


§ the branch has surplus funds, these are 
sent to the head office and the branch 
Phas a credit balance. 


A few branches 
in which local loans are unusually large 
have debit balances, the head office 


) having supplied more cash than the 
» local deposits amount to. 
» of branch credit balances minus branch 
» debit balances represents the amount of 
| money which the head office has for 
© investment in bonds, acceptances, call 
» money, and so forth. 
) of checks on other branches or other 
» banks is accomplished by debiting and 
» crediting the appropriate branch ac- 
» counts. 


The total 


The clearance 


This process is extremely sim- 
ple, and the only movement of actual 


'cash which occurs is in connection with 


tillmoney. Ifa branch needs more till 


» money the desired amount is sent to the 


branch and debited to the branch’s 
Conversely, if 


office where it is credited to the branch’s 


® account. 


The attempt to ascertain accurately 
the profits and losses made by each 
branch gives rise to the same intricate 
problems which may be noted, ¢.g., in 
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connection with the California branch 
banks. In computing a branch’s profit 
and loss account the branch is debited 
with interest paid, rent, wages, and 
other running expenses, and is credited 
with interest received on local loans, 
commissions, and other local receipts. 
In addition, a branch having a credit 
balance with the head office is credited 
with interest, and a branch having a 
debit balance is charged interest at a 
slightly higher rate. The logical and 
practical difficulties which prevent any 
system from showing accurately the 
profitableness of any branch are recog- 
nized by the head office officials, one of 
whom said to me, “‘ There is no problem 
which arouses more discussion here 
than the proper way of computing 
branch profits.” 


Personnel Administration 


Personnel administration is central- 
ized in the Staff Department in London. 
Inasmuch as this department supervises 
thousands of employees in hundreds of 
branches throughout the country, its 
work is necessarily more impersonal, 
systematized and regimented than is 
the corresponding work in most Ameri- 
can banks. The president or cashier 
of the American small bank knows each 
of the employees personally, handles all 
personnel administration, and keeps 
their “records” in his head. In an 
English bank the Staff Department 
has a written record of each employee 
which is kept up to date and on which 
are noted the comments and recom- 
mendations of branch managers and 
inspectors. 

Few women are employed, and the 
usual practice is to engage as new 
employees youths between the ages of 





4 A credit balance earns about 214% for the branch, 
and a debit balance is charged about 344%. 
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17 and 20. There is almost no move- 
ment of men in middle economic life 
from other occupations into bank em- 
ployment. Equally, transfer from one 
bank to another is almost unheard of. 
A young man is engaged on the strength 
of letters of recommendation, after 
passing medical and educational exami- 
nations, and after an interview with an 
official of the Staff Department. He 
starts work at an annual salary of about 
£90 in London, and about £70 in the 
country. Promotion depends partly, 
but far from entirely, upon seniority. 
The path of promotion usually, but 
not always, leads up through branch 
appointments as chief clerk, assistant 
manager and manager, to head office 
appointments as inspector, supervisor, 
and general manager. A managership 
having become vacant, the Staff De- 
partment looks over the names of 
assistant managers and perhaps chief 
clerks whose records indicate that they 
are in line for promotion. From these 
names the staff superintendent may 
make a selection, or he may invite two 
or three men to interview him or the 
general manager. 

Promotions above the rank of assist- 
ant manager usually involve geographic 
transfer. The banks are well aware of 
the advantages of lengthy residence in 
a community, and they also realize that 
although acquaintanceships and friend- 
ships require time to make, neverthe- 
less the retiring manager can very 
swiftly pass on to the new manager the 
substance of all of the important 
local information which he has accu- 
mulated during his residence. More- 
over, it is quite clear that gradual 
advancement as distinguished from 
advancement by large jumps, necessi- 
tates movement from one small branch 
to another. ‘To illustrate: the assump- 


tion of increased authority and responsi- 


bility is more gradual if a chief cle; 
in a small branch becomes chief clerk jy 
a large branch, then assistant manager 
in a small branch, assistant manager ip 
a large branch, manager in a smal 
branch, and then manager in a large 
branch. Appointment to a head offic 
post naturally requires the appointee’; 
home being in or near London. The 
English banks insist that in view of 
their elaborate systems of control a new 
manager who is properly instructed 
by his predecessor be adequately jn. 
formed about local people and affairs 
immediately upon his arrival in the new 
community. 

A man who has been with a bank 
for a few years usually has a lifetime 
job. Like his confrere in the Civil 
Service, he has a more or less permanent 
berth. He may not be promoted but 
he will not be casually discharged, and 
he stays with the bank until he is 
retired and pensioned. In short, en- 
ployment is orderly and _ placid. 
Youths enter the bank and if they are 
retained by the bank for more than a 
short time usually stay with the same 
institution for the remainder of their 
working lives. ‘They may not be pro- 
moted very far and they will certainly 
not earn such high wages as American 
bank employees, but the path of their 
lives lies straight, orderly, and secured 
before them. 


Lending Policies 


The banks do not usually pay interest 
on current accounts, although a de 
positor having a large and _ inactive 
account may bargain with the bank to 
secure a very low rate of interest, 
perhaps 144% or 1%. The bulk o 
current accounts are charged a com 
mission or service fee varying with the 
size and activity of the account up 
wards from a minimum of about 4! 





wit 
req 


ma 


ant 
gue 
Th 
wit 
ant 








F clerk 
lerk in 


ANager 
ger in 
smal| 
large 
Office 
Ntee’s 

The 
ew of 
a new 
‘ucted 
ly ID- 
affairs 


e new 


bank 
etime 
Civil 
anent 
1 but 
, and 
he is 
, em- 
lacid 
y are 
an a 
same 
their 
pro- 
ainly 
rican 
their 


ured 


prest 





peryear. On deposit accounts interest 
is paid, but with a difference as between 
London and the rest of the country. 
In London the rate is fixed by agree- 
ment among the clearing banks and the 
basic rate is 2% under Bank Rate. 
The London deposit rate therefore 
usually varies with changes in Bank 
Rate. In the country the general 
practice is to pay the same rate year in 
and year out, and 219% has been the 
country deposit rate for some years. 

With regard to loans and lending 
policies, the caution and conservatism 
of English banks cannot be overstressed. 
They are extremely reluctant to make 
any loan which savors of being an 
advance of permanent capital. Such 
loans are not regarded as being proper 
banking. Their view is that bank 
loans are chiefly for the moving of com- 
modities and the provision of seasonal 
capital. Most loans are made for one 
year, but are repayable on demand by 
the bank at any time, the bank under- 
taking not to call the loan as long as the 
collateral security remains satisfactory. 
Unlike American loans, most of which 
are unsecured, the vast bulk (at least 
80%) of English bank loans are secured. 
Five kinds of security are in common 
use: 

1. The most acceptable security is 
high-grade stocks and bonds which are 
listed on some stock exchange. Other 
securities, both listed and _ unlisted, 
may of course be accepted, although 
with such securities the bank may 
require a larger margin of protection. 

2. Warehouse receipts for readily 
marketable commodities are accepted. 

3. Banks will accept personal guar- 
antees if they are satisfied that the 
guarantor’s financial position is sound. 
The banks sometimes have difficulty 
with customers of different banks guar- 


int 


anteeing each other’s notes, because 
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English banks do not exchange credit 
information so freely as do American 
banks. 

4. Alife insurance policy is acceptable 
security up to the amount of its sur- 
render value. 

5. English banks take mortgages on 
real property as security for short-time 
loans, but they make very few long- 
time mortgage loans. That is to say, 
a commercial loan may be secured by a 
mortgage but the banks prefer not to 
make loans to enable a person to 
purchase real property. Ina pamphlet 
elucidating the mysteries of banking 
for the man in the street, Lloyds Bank 
states its policy as follows: 


You may own house property on which 
a temporary advance is required, it may be 
pending an intended sale being carried out. 
Your property can in the meantime be 
mortgaged to the bank. The bank then 
holds all the documents (title deeds) prov- 
ing the ownership of the property until the 
loan is repaid. You, as the person who 
borrows against the property, are in this 
case called the mortgagor; the bank, which 
makes you the loan and takes the title 
deeds as security, is called the mortgagee. 
Banks do not as a rule advance loans 
beyond two-thirds of the value of property. 
nd they are not prepared to make loans 
against property for an indefinite period. 
There must, in such cases, be no doubt of 
substantial reductions in the amount of the 
loan from time to time; and those who wish 
to obtain loans for long periods against 
property are recommended to obtain a 
permanent mortgage from a_ building 
society or an insurance company.°® 


Overdrafts 


The banks lend to their customers 
both by “loans” and overdrafts. ‘The 
loan technique is the same as in an 
American bank—the customer borrows 
a specified sum of money which is 
credited to his account by the bank and 


5 The italics are the author’s. 
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which he proceeds to spend. Under 
the overdraft technique the bank per- 
mits the borrower to overdraw his 
account up to an agreed sum. The 
loan borrower thus usually has a varying 
credit balance, whereas the overdraft 
borrower has a varying debit balance. 
American banks are forbidden by law to 
permit their customers to overdraw 
their accounts, but the bulk of English 
bank advances are made under the 
overdraft arrangement. The use of 
overdrafts may seem peculiar to an 
American in view of their stringent 
prohibition in the United States, but 
the fact is that there is no fundamental 
difference between a loan and an over- 
draft. The use of overdrafts as a 
formal method of making loans repre- 
sents perfectly sound banking. Over- 
drafts are objectionable only if they 
occur not as the deliberate result of 
agreement but through carelessness or 
willful imposition on the part of the 
bank customer. 

The rate of interest charged on bank 
advances is governed by Bank Rate, 
being generally 144% or 1% higher than 
the Bank Rate but with a minimum 
rate of 4% to 5%. There is little 
difference between the rates charged on 
secured and unsecured advances. Lest 
this be thought peculiar, it must be 
remembered that an English bank will 
not make an unsecured advance unless 
it is considered to be a perfectly sound 
banking loan and, therefore, to be 
made at the same interest rate as a 
secured advance. The same rate of 
interest is charged on overdrafts and 
loan agreements. The borrower under 
loan agreement pays interest on the 
entire amount of the loan. ‘The bor- 


rower by overdraft pays interest only 
on his debit balance as computed daily. 
The slight saving on interest charges 
which the overdraft borrower therefore 


secures is offset by his being required 
to pay a turnover charge on his account. 

English banks do not get as many 
borrowers’ statements (balance shee; 
and profit and loss accounts) as dp 
American banks. This difference 
probably due partly to a greater retj- 
cence on the part of English borrower; 
to disclose their business affairs and 
partly to the influence in the United 
States of the Federal Reserve Banky’ 
rule of not rediscounting any unsecured 
customers’ notes unless supported by 
financial statements. (It will be re. 
membered that the English banks do 
not rediscount with the Bank of Eng. 
land.) The principal explanation, how- 
ever, is that the vast bulk of English 
bank advances are secured. Not only 
may a banker more safely make a 
secured advance without so much in- 
formation about the borrower, but also 
the borrower, having given security, 
feels that the banker is protected and 
is not entitled to detailed information. 
The banks endeavor to get borrowers’ 
statements, but in practice they get 
very few. 


Differences between English and American 
Banking 


We have noted in passing certain 
respects in which the English and 
American banking systems differ. We 
may now list these and other points. 

Comparison of the banking systems 
of the two countries is easier than com- 
parison of their banks. This is because 
there is no such thing as a typical 
American bank which may be compared 
with the typical English bank. The 
Big Five resemble each other so much 
that any one of them may be considered 
a typical English bank. On the other 
hand, with respect to almost every 
point of comparison the Americai 
banks differ from each other so greatly 
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that none is really typical and the 
mathematical average is not representa- 
tive. To illustrate with respect to 
size: the average of the resources of 
the Big Five is slightly less than 
£400,000,000, the smallest has £316,- 
900,000, and the largest £462,000,000; 
the maximum variation from the aver- 
age is about 20% each way. In the 
United States the average of banking 
resources is about $3,400,000 per bank. 
The smallest banks have less than 
$100,000, and the largest has over 
$1,800,000,000; the range being from 
less than one thirty-fourth of the 
average to nearly six hundred times the 
average. 

Despite the fact, however, that in 
many respects there is no representa- 
tive type among American banks, the 
concept of a typical American bank is 
not entirely misleading. For example, 
it is both a true and a useful statement 
that the average English bank is very 
much larger than the average American 
bank. 

Comparing the English banking sys- 
tem with the American banking system, 
the following are important respects in 
which the former differs from the latter: 

1. Legal regulation. ‘There is very 
little legal regulation, and nothing at 
all corresponding to the lengthy Ameri- 
can banking acts. 

2. Supervision and examination. 
There is no governmental supervision 
or examination of banks. Each bank 
maintains a staff of inspectors who 
examine the branches carefully, and 
the books of the bank are audited 
annually by an outside firm of certified 
public accountants. 

3. Number of banks. Although 
there are about one hundred banks 
operating in England, the Big Five are 
so dominant that they may be said to 
constitute English banking. 
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4. Banks and the issue of new securi- 
ties. Participation by the banks in 
the issue of new securities is limited to 
their acting as agents in the taking of 
subscriptions. 

With regard to the English banks, the 
following are the important differences 
between them and American banks: 

1. Age. They are much older. In 
the geneological tree of many banks 
will be found institutions antedating 
the earliest American bank. 

2. Size. As we have noted above, 
the average bank is very much larger. 

3. Branches. Whereas relatively 
few American banks have any branches, 
the Big Five have an average of 1,700 
each. 

4. Conservatism. They are more 
conservative in every respect and espe- 
cially with regard to the payment of 
dividends, allowance for bad and doubt- 
ful debts, the provision of reserves 
against contingencies, and the making 
of loans. 

5. Competition. Competition is 
very keen, but it does not lead to 


unsound practices in order to get 
business. 
6. Foreign interests. The banks 


are much more concerned with foreign 
trade and foreign finance than is the 
average American bank. 

7. Organization. There are no 
‘“‘one-man”’ banks. Most of the banks’ 
activities are subject to the scrutiny of 
many persons. 

8. Diversification of loans. Loans 
are much more diversified with re- 
spect to both geographic and trade 
distribution. 

g. Connection with industry. The 
banks know less about their customers’ 
affairs and are less intimately connected 
with industry and trade. 

10. Investments. ‘Theirinvestments 
are principally government securities. 
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11. Multiplicity of accounts. Very 
few business men or corporations main- 
tain accounts with more than one 
bank. 

12. Exchange of information. The 
banks in general pledge themselves to 
secrecy regarding their customers’ af- 
fairs and any interchange of informa- 
tion is only on general lines. 

13. Interest rates. The rates 
charged on loans are fairly uniform 
throughout the country, are slightly 
lower than average American rates, 
and vary quasi-automatically with 
changes in Bank Rate. Interest is 
usually not paid on demand deposits. 
The rate paid on time deposits in 
London is slightly lower than Bank 
Rate; outside of London in the 1920’s 
it was fairly steady at about 214%, 
which was lower than the American 
average. 

14. Records and systems. Their 
great size and many branches require 


the keeping of elaborate records anj 
well-devised systems of control. 

15. Traditions. They are greatly jp. 
fluenced by tradition and custom, 
They look back upon a long record oj 
sound banking. ‘They have respect fo; 
methods which have stood the test oj 
time. They are, in many respects, 
“old-fashioned,” and on the whole 
proud of being so. This does not mean 
that they are not progressive but rather 
that they consider that being adven- 
turous is not a proper function of banks. 

16. Public responsibility. Each of 
the Big Five has become and considers 
itself to be a national institution. 
Although the banks are privately owned 
and operated for a profit, each board 
of directors realizes that, being in 
charge of a great English institution, 
it has more than a duty to the share- 
holders; and that it also has a duty in 
respect of public trust and national 
prestige. 
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THE OTTAWA CONFERENCE 
AN EXPERIMENT IN INDIRECT IMPERIALISM 
By OLIVER GARCEAU 


pire presents a bewildering picture 
of inconsistencies, of contradic- 
tions, and above all of faith in the 
eficacy of political myths. That this 
faith has become less firm was evi- 


:, its organization the British Em- 


i denced by the desperate efforts made 


recently to strengthen the economic 


") ties within the empire, efforts which 
"> culminated in the Ottawa Conference 


Whether or not the aims of 


fact of its having been called is of the 
greatest significance. For it is not the 
British method to bring problems to a 
head and to seek definite and logical 


solutions. 


Why the Conference Was Called 


major influences led to the 
calling of the Ottawa Conference. 
First, and perhaps least important, was 
the desire of British industries to assure 
themselves of a sheltered market in 
less industrialized countries. British 
industry has suffered lean years since 
the War, and the burden of unemploy- 
ment has made serious inroads on the 
treasury. Afterthe War, Britain found 
herself faced for the first time with 
superior competition from abroad. Her 
producing equipment was more anti- 
quated than that in the newly indus- 
trialized countries. Her labor force 
was immobile, highly organized, and 
politically very powerful. Furthermore 
it was obstinate in its refusal to undergo 
wage rates. ‘These two cir- 
cumstances naturally resulted in exces- 
sively high costs, a situation which was 


Three 


rendered considerably worse in 1925 
by the return to the gold standard at 
the former parity of $4.86 to the pound. 
In view of costs in England and abroad 
this was a considerable overvaluing of 
the pound and froze the position of 
competitive inferiority. To make mat- 
ters still worse, the coal industry, which 
had played such a large part in pre-war 
British economy, now suffered virtual 
destruction through the new competi- 
tion of hydro-electric power and the 
ever-widening use of petroleum. Brit- 
ish economic life suffered from inflexi- 
bility of costs and also from inflexibility 
of methods. At least for the time 
being, the dominance of a century 
and a half was at an end. 

The classical economists had fought 
long and successfully to destroy mer- 
cantilism, which had stifled the growing 
activity of the industrial revolution. 
But England prospered with free trade 
only so long as her productive efficiency 
was superior. At Ottawa she forgot 
the ease with which her superior posi- 
tion had enabled her to climb the tariff 
wall of others, and sought a sheltered 
market at home and within the empire. 
She came to Ottawa as a supplicant, a 
poor relation, looking to her offspring 
for relief. 

But Britain was not alone in seeking 
aid at Ottawa. The depression was 
well under way, and world prices had 
fallen to an extent undreamed of in 
earlier crashes. The dominions are 
largely raw producers and it was here 
that the shock was particularly severe. 


The Right Hon. Neville Chamberlain 
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succinctly summed up the attitude of 
the dominions in these words: “If 
farmers were ruled by theoretical eco- 
nomics they would go out of business as 
soon as prices become unremunerative; 
but, having to meet the pressing de- 
mands of their creditors, they are apt, 
instead of reducing production, to 
increase it, hoping thereby to make up 
in volume what they have lost in 
value. . . . If economic laws are left 
to work themselves out, their move- 
ment is so slow that, in the course of it, 
the producer may be ground to pieces.” 
The dominions miscalculated on two 
points, however. ‘They tended to exag- 
gerate the consumptive capacities of 
Great Britain, forgetting that her loss of 
exports directly affected her need for 
raw products. They also misjudged 
the strength of British isolationism 
that was developing and has since led 
to extensive efforts to revive and 
develop British agriculture. The do- 
minions came, therefore, with very 
little of the humility of the parent 
country and much of the arbitrariness 
of the diplomatically inexperienced. 
The Ottawa Conference had still 
furtherimplications. It was more than 
an exchange of favors. It was the 
supreme effort of Great Britain to 
replace some of the bonds which had 
been loosened by the Statute of West- 
minster enacted in 1931. Since the 
American Revolution, Britain has been 
careful never to resist the demands of 
her colonies for an _ ever-increasing 
amount of autonomy. She has realized 
the truth in Turgot’s remark: “Colonies 
are like fruit; when they are ripe they 
drop off.” The granting of responsible 
government to the colonies led inevita- 
bly to the growth of nationalism until 
virtually all elements of legal sub- 
ordination became intolerable. By the 
Statute of Westminster the dominions 


can repudiate any act of the British 
Parliament which affects them, with 
the sole exception of the British North 
America Act which is the constitution 
of the Canadian federalism and guaran- 
tees the rights of the French minority. 
Subordination is, however, still implied 
in the fact that the British Parliament 
alone can legislate for the other parts 
of the empire, although such legislation 
must first be requested by the domin- 
ions. There is still the appeal to the 
Judicial Committee of the Privy Coun- 
cil, and the right of reservation and 
disallowance, though only for dominion 
acts which impinge upon trustee cer- 
tificates under the Colonial Stocks 
Act. The Great Seal is still held by 
Great Britain; although the Irish Free 
State has been given its own seal, which 
it fails to use, apparently because of the 
distasteful likeness of George V repro- 
duced thereon. The Statute of West- 
minster is, however, more significant 
in the mechanism of consultation and 
unanimity which it set up than in the 
subordination it removed. In the pre- 
amble are new constitutional ties to 
replace the legal subordination which is 
surrendered. It is stated that on High 
Policy, Defense, and laws changing 
the royal styles and titles, unanimity 
is constitutionally required. Further- 
more it is required that all disputes 
wholly within the empire be submitted 
to an intra-imperial arbitral tribunal. 
This is the masterpiece of compromise 
by which Lord Balfour hoped to delay 
the logic of personal union which the 
non-British Irish and Boers were 
demanding. 

But if the dominions were uneasy 
over the remnants of subordination, s0 
also were the British over the weakness 
of the constitutional ties. They feared 
lest new countries, exuberant in their 
nationalism and outspoken in their 
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-elf-interest, would not remain faithful 

. a constitution under the strain of 
world crises, such as war. Britain 
sought, therefore, by indirect imperial- 
‘sm. to increase the stake of the domin- 


‘ons in the structure of the empire. 


Indirect Imperialism 


Indirect imperialism has taken a 
variety of forms, the earliest being the 
very large investment of British funds 
inthe dominions. About 30% of Brit- 
ish investments listed on the London 
Stock Exchange are in the dominions, 
and over 90% of the industries listed 
on the exchange as being in the domin- 
ions are controlled by stock held in 
London. The dominions find a mate- 
rially lower rate of interest for public 
issues in London since, under the 
Colonial Stocks Act, such issues are 
eligible for trusteeships. For commer- 
ial and industrial issues, on the other 
hand, London does not offer this out- 
standing advantage; with the result 
that the British had in the twenties a 
greater control over industry in Argen- 
tina than in the dominions. ‘The very 
large public issues held in London 
resulted in a gratifying amount of 
public purchases in England, but indus- 
trial purchasing was not influenced to 
nearly such a great degree. In bank- 
ing, Britain has been unable to dominate 
the dominions. In New Zealand the 
banks areall British owned; in Australia 
nd South Africa there are a few 
British institutions. On matters of 
central bank policy, however, there has 
deen no control from London, and the 
dream of an empire central bank or a 
common currency is wholly ridiculous 
at present. 

The scheme of empire rationalization 
f industry has received short shrift. 
[t is said that in Canada, during the 


Ottawa Conference, all industries imme- 
diately became “infant.” Further- 
more, the branch factories established 
by British firms only made matters 
worse by supporting dominion national- 
ism vigorously the minute they became 
entrenched in local markets. There 
was little hope, therefore, that eco- 
nomic considerations would soon be 
allowed to determine the allocation of 
industries among the various parts of 
the empire. In communications and 
distribution, Britain had some measure 
of success in retaining a dominant 
position. Already supreme inthe world 
as regards cables, she took the domin- 
ions into her confidence in the new 
cables and radio merger, being careful 
to remain in control of the ensuing 
organization, with three representatives 
to one for each of the dominions. ‘The 
Western Union and the Postal Tele- 
graph in Canada are the only ones to 
escape the British monopoly. British 
news service is dominant everywhere 
exceptin Canada. By a ruthless policy 
of resistance, even resorting to dis- 
allowance in the case of Australia and 
New Zealand, Britain has been able to 
crush all merchant shipping on the part 
of the dominions, with the sole excep- 
tion of one line between Canada and 
the West Indies. ‘Tariffs and an impe- 
rial secretariat are the two final steps in 
indirect imperialism and will be given 
a more detailed treatment in connection 
with the Ottawa Conference itself. 
The frequent reverses in the other 
attempts at imperialism gave to Ottawa 
a far deeper significance than merely a 
sheltered market for competitively infe- 
rior British industry. It was a desper- 
ate attempt to involve all parts of the 
empire in a common economy where 
community of economic interest would 
reduce the strain on newly formulated 
constitutional bonds. 
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There were, therefore, three under- 
lying currents of thought which met at 
Ottawa in the summer of 1932. On 
the surface there seemed some possi- 
bility that these objectives could be 
harmonized into a mutually advan- 
tageous set of agreements. It is, in- 
deed, possible that many of the dele- 
gates were misled by such a superficial 
and optimistic analysis, for it is difficult 
otherwise to account for the bitterness 
of their subsequent disillusionment. 
Great things had been promised the 
constituents. The wails of disappoint- 
ment that greeted the outcome in every 
quarter indicated a fair degree of 
equality in bargaining ability as among 
the belligerents. Many commentators 
have gone so far as to aver that the 
atmosphere at Ottawa was the most 
harmful poison injected into the empire 
in modern times. Others take a dif- 
ferent, though hardly less sinister, view 
in protesting that it was a great sign 
of strength that the empire could 
survive such bickering. 


Difficulties Encountered in the 
Conference and Afterwards 


The essential difficulties of the Con- 
ference were three: the dominions 
refused to expose their immature indus- 
tries to competition from Great Britain; 
the British delegates felt at that time 
that it was politically unwise to dis- 
criminate against foreign sources of 
food and thus raise food prices; and 
finally the Union of South Africa and 
the Irish Free State were thoroughly 
unsympathetic with all efforts at in- 
direct imperialism. Hamstrung by 
such unalterable conflicts of interest, 
the Conference produced the usual 
amount of high-sounding resolutions on 
matters of world prices, administration 
of customs, imperial standards and 
grading, and industrial cooperation. 
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It failed completely to set up any 
sort of imperial secretariat. Mr. Hay. 
enga rather bluntly announced that 
the “Union government will not asso. 
ciate itself with any scheme for the 
erection of any organization in the 
nature of a permanent secretariat o; 
preparatory committee to the Common. 
wealth Conferences, whether economic 
or otherwise.”” Mr. Lemass was no 
less unequivocal in stating that “The 
Irish Free State is not prepared to 
contemplate the setting up of an 
Imperial Economic Secretariat or of 
any similar organ of centralization.” 
If Britain failed in this direction, the 
dominions were equally disappointed 
in their cherished desire to have Eng- 
land inflate her currency, and thus 
presumably reduce the burden of do- 
minion debt held in London. Though 
England was anxious to please at 
Ottawa, she could not sacrifice her 
position as the world financial center 
to the selfish demands of her lesser 
dominions. Finally a series of trade 
agreements were signed after the Con- 
ference had repeatedly seemed on the 
point of spontaneous combustion. The 
pacts involved: the United Kingdom 
and Australia, the Union of South 
Africa, New Zealand, India, Newfound- 
land, Southern Rhodesia, and Canada. 
Canada signed agreements with the 
Irish Free State, the Union of South 
Africa and Southern Rhodesia. The 
Union of South Africa made agree- 
ments with the Irish Free State and 
New Zealand. The Conference left 
it to each government to determine the 

empire content requisite for preference. 
It furthermore inveighed against ex- 
port bounties, anti-dumping duties, 
and exchange depreciation which would 
undermine the preferences granted. 

These results were received both in 
Great Britain and in the dominions 
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with singularly poor grace. ‘To Britain 
seemed that the avowed aim of 
negotiating definite reductions in tariffs 
had been completely neglected, that 
‘ncreases rather than decreases were 
the fruit of the controversy. Further- 
more, there was very general dis- 
approval of the commitments Britain 
had made as to future tariff policies in 
respect to about 25% of her imports. 
It seemed like the surrender of fiscal 
autonomy, a very serious undertaking 
for a sovereign parliament. Finally, 
no satisfactory concessions had been 
won in return, and there seemed little 
prospect of an enlarged market for 
British industrial goods. ‘The domin- 
ions, in turn, were ill pleased with 
the agreements. ‘They had no inten- 
tion of reducing the protection of their 
industries, nor could they see any 
advantage in the wheat preferences 
granted by England. A tariff of 2s. 
per quarter was to be imposed on foreign 
wheat, provided the dominion product 
was sold in Britain at the world price. 
Since the dominions could not possibly 
dispose of the full crop in Great Britain 
there was little to be gained by this 
barrier, which would only strengthen 
the competition in other wheat markets. 
The Economist neatly summarized the 
situation in these words: “‘The only 
visible result of Ottawa is that the 
empire has, in part, been humbugged 
and, in part, so far as concerns Britain’s 
power to pursue policies of fiscal sanity, 
hamstrung.” 


Results of the Conference 


The influence of Ottawa is, of course, 
most significantly reflected in the trade 
statistics for the various parts of the 
empire; for it was in trade relations 
that most was expected of the Confer- 
ence and here also that most concrete 
results were obtained. Looking first 





at the United Kingdom (Table I) 
we find that, of the total imports, the 
empire had contributed about 30% 
during the years from 1924 to 1929. 
A slight decline culminated in 1931, 


TasLe I. Unitrep Kincpom Exports anv Imports 
Per Cent the Empire Contributed to and Took in British 








Trade 
Imports Exports 
1924 30.2% 41.7% 
1925 32.0 42.7 
1926 30.0 48.0 
1927 30.0 | 46.0 
1928 30.4 | 45.0 
1929 | 29.4 44.5 
1930 29.0 43.5 
1931 28.7 43.7 
1932 35.4 45.0 
1933 38.8 44.0 
1934 38.8 45.0 
after which there was a very sharp 
rise to 38.8% for 1933 and 1934.! 


All the dominions except the Irish 
Free State took part in this rise, Canada 
almost doubling its share, from 3.6% 
to 6.1% of the total. Australia and 
New Zealand showed equivalent in- 
creases from slightly over 4% to around 
7% each. In exports the story is 
somewhat similar, indicating a sub- 
stantial diversion of trade into empire 
channels. ‘The empire during the twen- 
ties had been taking 45% of Britain’s 
exports, but in 1930 and 1931 the pro- 
portion had dropped to 43.5% and 
43.7%. The years 1932 to 1934 sawa 
return to 45%. Australia and South 
Africa have behaved themselves most 
commendably in accepting additional 
shares of exports, while exports to 
Canada, New Zealand and India have 
remained the same or declined as a 
percentage of the total. The Irish 


1 The statistical sources are: The Board of Trade 
Journal; Summary of Trade of Canada; Department 
of Overseas Trade, Senior Trade Commissioner's 
Reports; The Economist. 
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Free State presents the least favorable 
picture, but the decline is so involved 
with land annuities and de Valera’s 
avowed policy of autarchy, that it has 
no place in a discussion of the Ottawa 
Conference. Suffice it to say that 
Britain failed completely in her efforts 
to keep the peace within the empire and 
will in the future, as in the past, find 
the Irish a most intractable and un- 
British element in any scheme of empire 
evolution. 

The diversion of imports to empire 
channels was very largely at the expense 








of the United States, whose share 
(Table II) of the total declined from 
Taste II 
(a) Percentage of Imports to the United Kingdom from: 
| 1934 
1930 1931 | 1932 | 1933 | (Six 
| Mos.) 
lait _———— jaa 
Irish Free State...| 4.1% 4.2% 3.8% 2.6% 2.2% 
Canada a at tae 2oc8 6:8 16.3 
Newfoundland....| . | 28) = 1.2 2 
Australia 4.5 s.3. {8s 1 7.2 7.6 
New Zealand. 4-3 | 4.4 15.3 | 8-8 | 7:2 
Union of South! | | 
Africa...... Pee 12.9 2.2 | 2.1 1.8 
SS | 4.9 4.3 4.6 | 4. 5.5 
British Empire 20.1 ‘28.7 |'35.4 138.8 |38.8 
U.S eae 14.7 12.0 [31.9 32.2 [88.0 
Argentina..... 5.4 6.1 7.2 6.2 2.4 
Denmark.... 5.2 5.4 $8 | 3.2 on 
Germany 6.3 | 2.8 aa 4.4 | 4.2 





= 


(b) Percentage of Exports from the United Kingdom to: 
, p 





| | 1934 
| 1930 | 1931 | 1932 , 1933 | (Six 
| Mos.) 
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Irish Free State 7.8% 7.2 2% $.2% 
Canada ; ; S.t | S.3 | 4-5 .8 4.9 
Newfoundiand oe mis 2 ae . 
Australia con ee 2s e.8 14.8 | 6.2 
New Zealand . ee 2.9 s.8 | 3.6 | 3.97 
Union of South | | | 

0 SE | 4.6 | 5.6 | 5.0 | 6.4 7.3 
India. . 3 --| 9-3 | 8.3 | 9-3 | 9.3 | 9-0 
British Empire...|47.5 |43-7 |45-3 |44-5 |45-0 
France cacccch GS [O08 1 S.0 14.9 | 4.6 
U.S - Bm Led ft eel §.2 | 4.9 
GermMasy....scces 4.7 4.7 4.0 4.0 | 4.2 

] 





Source: Board of Trade Journal. 


14.7% to 11% in the years 1930 to 
1934. Germany lost somewhat more 
proportionately, dropping from 7.5% 
in 1931 to 4.2% in 1934. ‘The diversion 


of exports was more widely scattered 
and in any case was a smaller change. 


The statistics for the United King. 
dom exports per head (Table II]) 
indicate that the dominions have not 
improved in their willingness to pur. 
chase British goods. Indeed, it is seen 
that Denmark in 1931 and 1933 ex. 
ceeded Australia and took third place, 
However, of the first seven, five are 
dominions. Furthermore, it should be 
noted (Table II) that the three or fou; 
leading consumers, by total value, of 
British goods are parts of the empire. 
Whatever the causes—investments jn 
the dominions, ties of sentiment, or 
tariff preferences—Britain can still look 
to her empire as a most important 
factor in her economy. 

But this is not to say that Ottawa 
has resulted satisfactorily for the United 
Kingdom. In order to get the empire 
to take the same share of her exports 
as before the depression, she had to 
increase the empire’s share of the im- 
ports by 29%. The balance of trade 
with the empire has changed from a 
slightly favorable one in 1913 to an 
extremely unfavorable one in 1934. 
While the increase in imports from the 
empire has been £16,000,000 since the 
Ottawa Conference, the increase in 
exports to the empire has been only 
£8,000,000. Finally, it must not be 
forgotten that this considerable diver- 
sion of trade has an extremely unfor- 
tunate aspect for the United Kingdom 
while leaving the dominions unscathed. 
It would appear, indeed, as though the 
British were not convinced by their own 
economists who so impolitely berated 
the United States for raising tariffs and 
still demanding payment on foreign 
debts. The English are very heavy 
creditors in many parts of the world 
outside theempire. The Ottawa agrec- 
ments imperiled the creditor position 
to a great extent. For instance, be- 
fore the Ottawa Conference 17.3% of 
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Tasie III. 


Unitep Kincpom Exports per HEAp or PoputaTion 1n ImMportTING COUNTRY 





| 


1924 
| 


! 








| 


Ssigh Pros Gene’... 2s cvccscvccvcvsaseas 


i 
| 
| 1930 «| 1931 1932 | 1933 
} | 
| 


| 





| | 
| £15/14/ 9| £11/14/ 3| £10/ 7/2| £8/15/ 0| £6/ 7/ 2 





ne ES Pa en | 15/ of 7 11/19/ 6| 7/ 8/o| 6/15/11} 6/ 4/ 2 
eS EET OTT aero. sere 10/ 9/ 3 4/18/ 4] 2/ 4/8 | 3/ 1/2] 3/ 4/4 
Denmark. Pe Ss Ron dak eae meet 4 Slee. | 4/ 1/5 2/17/10; 2/ 8/7| 2/14/11] 3/ 5/ 4 
Union of South Africa...........-.++-++6} 4/ 3/0 3/ 6/ 0} 2/13/9| 2/ 3/11 2/15/ 9 
PTT TTT Creer er ee 3/ 3/11 4/12/ 3 2/13/7 2/ 0/10 | 1/19/ 0 
Canada ee, ere eee ae 3/ 1f 2 2/18/ 8 | t/19/7 | 1/11/ 3 | 1/12/11 








Source: Board of Trade Journal. 


the imports from Argentina were duti- 
able, while under the agreements this 
was raised to 33.2%. Furthermore, a 
quota was placed on chilled meats of 
100% of the 1931-1932 shipments and 
on frozen meats of 65%. Diversion of 
trade to empire channels is therefore 
bought by the British at potentially an 
extremely high price. 


How the Dominions Fared 


The statistics for the dominions re- 
flect an equivalent shift of trade from 
foreign countries to the empire. Ca- 
nadian exports responded sharply to the 
influence of the Ottawa pacts, the pro- 
portion to the United Kingdom rising to 
41% in 1934 from an average of 27% in 
1929 to 1931. Exports to the whole 
empire similarly rose from 36% to 51%. 
On the other hand, Canada failed to 
return the favor so fully. The share of 
the United Kingdom and of the empire 
increased from 16% to 23% and from 
22% to 31% respectively. The United 
Kingdom even suffered a decline in 
1933 and 1934. Many expressions of 
admiration and appreciation were re- 
corded at the close of the conference for 
the able services of Mr. Bennett as 
chairman. Since then his policies as 
regards the agreements have received 
more frank treatment in the British 
press. “Canada first” was evidently 
notin any way modified by the impres- 








sive ceremonies of an Imperial Con- 
ference. Perhaps the most flagrant 
infringement of the Ottawa pact arose 
from the loose wording of Article 14, in 
which Canada undertook that “no 
existing duty shall be increased on the 
United Kingdom goods except after 
inquiry and receipt of a report from the 
tariff board.” Yet, without consulta- 
tion of the board, a 20% tariff was 
imposed on regenerated cellulose from 
Britain, an article which was formerly 
on the free list. The action was thus 
not an increase in ‘‘existing duties’’; 
but it most certainly was contrary to 
the common understanding of the agree- 
ment and a severe strain on empire 
goodwill and harmony. The Canadian 
Court subsequently reduced the Tariff 
Board to an advisory body and thereby 
nullified another achievement of the 
Conference. It had been hoped that 
these Boards, set up throughout the 
empire, would remain non-political and 
would improve materially the trade 
relations within the empire. Canadian 
policy progressed, therefore, from ‘‘Can- 
ada first” to “‘Canada first at any 
price.” 

In the case of Australia the situation 
is essentially the same. ‘The United 
Kingdom’s share of the imports rose 
negligibly after the Ottawa pacts, while 
that of Japan rose from 3.2% to 8.6%. 
On the other hand Australia found a 




















market in the United Kingdom which 
was relatively improving even before 
the Ottawa Conference, Britain taking 
37-8 % in 1927-1928, 52% in 1929-1930, 
and 54.5% in 1932-1933. The Aus- 
tralian elections on September 15, 1934, 
gave Britain little hope for future con- 
cessions. Mr. Lyons and the United 
Australia Party were returned to power, 
although without the previous clear 
majority. The election was fought 
primarily between socialist experiment 
and orthodox finance, with a clear 
victory for the latter. Mr. Lyons’ 
high tariff policy was not, therefore, so 
clearly sanctioned, and his present need 
for alliance with the Country Party 
may be expected to result in no great 
increase in rates, and perhaps in some 
reductions. Despite the violent pro- 
testations of the economists who formu- 
lated the Premiers’ Plan for Australian 
recovery, the protectionist sentiment 
remains strong in Australia, and it is 
not likely that extensive reductions are 
politically feasible. In fact, the wall 
seems so adamant that Lancashire 
manufacturers have recently negotiated 
for a barter arrangement to get pref- 
erential treatment for Lancashire goods 
made from Australian surplus cotton. 
Such an incident indicates strikingly 
enough the fate of empire free trade so 
widely publicized in 1932, especially 
when it is noted that the Australian 
tariff against cotton goods is designed 
to foster economically unjustifiable pri- 
mary producers and not so much an 
infant manufacturing industry. Aus- 
tralia’s nullification of Ottawa has been 
particularly noteworthy inasmuch as 
her very existence seemed for many 
years dependent upon the protection of 
the British fleet against Japanese en- 
croachment. Australian loyalty seems 
to have dwindled in proportion to her 
growing trade relations with Japan. 
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There seems to be a feeling of absolute 
confidence that Britain must and yjjj 
continue to shelter this insignificant 
white population at the other side of 
the world no matter how sorely her 
patience is tried. 

In New Zealand, on the contrary, the 
Ottawa pacts found at least some 
semblance of recognition. The share 
of the United Kingdom in total imports 
rose from 47% before Ottawa to 52.8%, 
in 1933. As with che other dominions, 
however, Britain found herself taking a 
still greater increase in her share of 
dominion exports, the proportion rising 
from around 75 % before the depression 
to 90.2% in 1933. Although this would 
appear to be another case of one-sided 
concessions, New Zealand has won 
British approval by the attitude she 
has taken concerning the agreements. 
Being predominantly a raw producer, 
New Zealand has had hard going 
throughout the depression; and in the 
past year or two she has found it 
increasingly difficult to compete in the 
British market with the heavily sub- 
sidized exports of Australia and Den- 
mark. As recently as October, 1934, 
she requested some protection against 
such competition. Despite the fact 
that her depreciated currency operates 
as an export subsidy, her willingness to 
cooperate with Britain and her very 
large per capita purchases of British 
goods offer some possibility that she 
will be preferred in the United Kingdom 
market. 

In South Africa Britain’s share of the 
imports declined steadily from 1922 to 
1929. Depression years saw a slight 
revival from a low of 41.9% to 46% in 
1932. In 1933 there was a very sharp 
rise to 51%. A considerable part o 
this improvement resulted from 10 
creased imports of cotton piece goods 
from Great Britain. High labor costs 
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had seriously hampered the textile 
trade, Britain’s share of apparel imports 
dropping from 71 % in 1930 to 59.4% in 
1932. ‘The subsequent recovery was 
due in no small part to the Ottawa 
oreferences which came into force in 
April, 1933. The increase since 1931 
is also attributable in some measure to 
Britain’s departure from gold, which 
gave assistance to exports until the 
Union in turn allowed its currency to 
depreciate to the level of the pound 
sterling. 

In summary, it is evident that the 
Ottawa Conference did more toward 
opening the British market for domin- 
ion goods than it did in opening empire 
markets for British goods. It has been 
suggested that the major cause was the 
refusal of the dominions to expose their 
relatively ineflicient industries to Brit- 
ish competition. Two other factors 
certainly played a part in this disap- 
pointing outcome of the Ottawa Con- 
ference. In the annual reports of the 
British Trade Commissioners, located 
in the various parts of the empire, there 
is frequent mention of the fact that 
British companies are constantly losing 
trade because of less aggressive selling 
methods. Deliveries are less prompt, 
service less extensive, and advertising 
iar less effective. The Trade Com- 
missioner for South Africa makes annu- 

ly a plea to British industry to bestir 
itself more ectively in the dominion 
markets if it would improve or even 
Maintain its position. "The same obser- 
vations are to be found in the reports 
‘rom Australia and New Zealand. ‘The 
quest for sheltered markets in itself 
indicates inferiority, but the failure 
to develop those markets suggests a 
stagnation which would surely prove 
‘atal no matter how loyal the empire 
might be. The second factor which 
nas militated against a successful out- 
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come of the Ottawa pacts is also due to 
an inconsistency in British policy. 
Despite their lusty supplications for 
empire free trade, the British have, in 
recent years, imposed restrictions on 
the free movement of commerce which, 
for sheer blindness to economic con- 
siderations, leave the dominions far in 
arrears. The British attempts to foster 
domestic agriculture surely serve as a 
partial excuse for dominion refusal to 
expose their industries in return for a 
sheltered market for raw materials. It 
is reasonably argued by Australia that 
the preferences she is receiving seem 
likely to be only temporary, and that 
the annihilation of her industries would 
be a permanent injury of considerable 
proportions. The bare statistics of 
trade diversion do not, therefore, show 
the whole picture. Conclusions drawn 
therefrom would err considerably in 
placing upon the dominions the whole 
onus for the collapse of the Ottawa 
myth. 


Implications of the Protective Tariff 


The protectionist policies of Walter 
Elliot are of the very greatest impor- 
tance for the future of the empire and 
deserve, perhaps, a further treatment 
to reveal their true implications. In 
the past British agriculture has been 
treated well, with some £45,000,000 
each year being contributed by the 
state in the form of grants and relief 
from taxation. As far back as 1925 
subsidies began to emerge, and the 
acreage devoted to sugar beets, ¢.g., 
increased from practically nothing to 
366,000 acres in 1934. The cost to 
the Treasury of this venture in 
1933-1934 was no less than £6,250,000, 
which is a formidable sum when com- 
pared with the net market value of the 
sugar amounting to only £2,900,000. 
With the advent of depression and the 
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decline of agricultural prices the govern- 
ment intervened still further. In No- 
vember, 1931, a tariff was placed on 
fruit and vegetables. In February, 
1932, a 10% tariff was imposed on all 
foods except wheat, maize, wool, and 
meat. In July political disagreement 
led to a blanket tariff on all foods from 
the Irish Free State. In November of 
the same year the duties were raised on 
eggs, butter, cheese, and wheat from 
foreign lands, to give effect to the 
commitments made at Ottawa. In 
1932 there was also initiated a process- 
ing tax on wheat, the funds from which 
were used to guarantee 45s. a quarter 
to the domestic farmer. These defi- 
ciency payments were distributed only 
on an “anticipated supply” estimated 
at the beginning of each season; but the 
estimates were evidently liberal, for 
domestic production has since increased 
50%. The spring of 1933 saw the 
passage of the Agricultural Marketing 
Act designed to give more flexible and 
complete protection than was possible 
through tariffs and quotas. Since Sep- 
tember of the previous year a “‘ Hops 
Scheme” had been in operation, by 
means of which a Hop Marketing 
Board had a monopoly of sales and 
allotted quotas to producers on the 
basis of past production and estimated 
demand. Imports were reduced to 
15% of the brewery needs, and the 
domestic surplus was bought up by a 
levy on sales. A pig scheme followed 
in September, 1933, under which im- 
ports were reduced and domestic output 
was nearly doubled; so great was the 
supply coming on the market that a 
Treasury loan was necessary to assist 
the curers in carrying the inventory, 
and a tax was levied on subsequent 
sales to repay the loan. Next came 
a potato scheme in December, 1933, 
with a Board controlling price and 


volume of sales and taxing acreage in 
excess of quotas. In April, 1934, a 
milk scheme was put into operation 
which provided advances to the pro- 
ducers in amounts sufficient to give 
them 5d. a gallon in summer and 64. in 
winter. This is virtually a subsidy 
inasmuch as the loans are repayable 
only in case the manufacturing price in 
1936 is above 6d. in summer and 74. in 
winter. Direct grants were also made 
for various publicity purposes. Price 
fixing followed in October, and a levy 
on liquid milk to assist the price of 
milk sold for manufacture. The 
Ottawa pacts interfere with curtailment 
of imports until November, 1935, and 
a rapidly growing surplus has been 
accumulated which must be sold at a 
loss. A fund of £3,000,000 has been 
set aside to subsidize domestic beef 
for six months, in the fond hope that 
in the meantime something can be done 
to wriggle out of tariff preferences 
formulated with the dominions and 
with Argentina. ‘To these direct sub- 
sidies and processing taxes must be 
added agreements made in 1933 setting 
for three years the quotas for Denmark, 
Norway, Sweden, Finland, and Argen- 
tina. Surely Australia had some reason 
to fear that her raw products would not 
long enjoy preferential treatment in the 
United Kingdom market, for there 
certainly has been a formidable array 
of restrictions initiated: tariffs, quotas, 
subsidies, processing taxes, price fixing, 
acreage restriction, monopolized mar- 
keting—all the well-known tricks of the 
trade are included. 

Such a policy would seem to be 
politically impossible in a land where 
93% of the population is urban and 
where industria! workers are strongly 
organized. The arguments of the pro- 
ponents have apparently been three in 
number: that a greater measure ©! 
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self-sufficiency is essential for war; that 
the farmer’s income must be increased 
by a rise in the price of agricultural 
products; and finally that a class of 
veomen are desirable to lend stability 
+o the social structure. However per- 
syuasive these contentions may appear, 
it is none the less evident that protec- 
tionism is incompatible both with 
England’s position as a creditor and 
with her dreams of indirect imperialism 
through empire free trade. In normal 
times over one-half of the national 
income comes from overseas invest- 
ments, and this huge sum cannot be 
paid except in raw materials. The 
exclusion of such products willinevitably 
throw the economy of the debtor 
ountries into disastrous disequilibrium. 
Furthermore, if England persists in her 
lesign to limit imports of wheat, meat, 
and milk, she will be able to export 
me £250,000,000 less per year. It is 
lificult to see how the men thereby 
inemployed could be absorbed either in 
agriculture or in industrial production 
for domestic consumption. In any 
ase, the adjustments would be pro- 
nged and painful. That empire free 
trade must be permanently abandoned 
lomestic food prices are to be raised 
import restrictions is self evident 

m the fact that Australia and New 
Zealand are the two principal sources 
imported frozen mutton and lamb 
see Table IV). Furthermore, New 
Zealand is first, Australia third, and 
Canada fifth in supplying butter and 
cheese; Australia second and New 
Zealand fourth in chilled and frozen 
beef. 39% of Britain’s imports come 
irom the empire, and a very large 
Proportion of these are foodstuffs. It 
s, therefore, impossible for Britain to 
oncile empire free trade with agricul- 
ral isolation. The forces which led 
the Ottawa Conference have thus 
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met with contradictory influences from 
every quarter. 


Political Contingenctes 


At the present time it is peculiarly 
difficult to make any forecast as to 
British policy in the near future. 
The Conservatives, whether consciously 
or not, have evidently swung over to 
an isolationist policy, hoping to retain 
enough markets in the Crown Colonies 
and at least for a time in India to 
keep Britain’s industrial life active. 


Taste IV. Leapinc Sources or IMporTs INTO THE 
Unitrep KiInGpoM IN 1933 FOR CERTAIN PRopucTs 





Frozen | Chilled and | Butter and 
Mutton | Seen taal | seal 
| and Lamb FOSS os | neess 

Australia | £2,915,000| £ 1,558,000! £ 6,753,000 
Canada | ; 1,666,000 
New Zealand 9,050,000 894,000 15,083,000 
Argentina | 2,500,000 14,183,000 
Uruguay | 369,000 1,175,000 
Denmark | 10,696,000 
U.S.S.R .| 1,704,000 





Source: The Economist, May 12, 1934. 


The “Little England” policy has had 
staunch proponents for many decades, 
Disraeli having remarked as far back 
as the 1850’s that the colonies were a 
‘“‘millstone about England’s neck.” 
Pursuing such a course of isolation, 
England could have a freer hand in 
European politics and would be relieved 
of the onerous necessity of making 
endless reservations to satisfy the do- 
minions. Defense expenditures might 
be somewhat reduced to very great 
advantage from a budgetary point of 
view. ‘The “Little England” view has 
usually envisaged a rapid evolution of 
imperial relationships to the logical 
conclusion of a purely Personal Union, 
with abolition not only of the elements 
of subordination but also of the con- 
stitutional ties of the Statute of West- 
minster. No doubt nothing so drastic 
will be undertaken in any very short 
space of time; but the implications of 
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the Conservative agricultural policy 
suggest that the Conservatives will 
lean in this direction, with eventual 
rejection of the direct imperialism of 
a few years ago. 

What is far more difficult to forecast 
is the policy which Labor will pursue 
if it attains a working majority in the 
general elections coming in about a 
year’s time. It may be supposed that 
the creation of a class of yeomen will 
not have a strong romantic appeal, 
that the price of food will weigh far 
more heavily in the balance. Power 
will no doubt sober somewhat the inter- 
nationalist sentiments of Laborites, 
and it is possible that certain agricul- 
tural products will continue to enjoy 
a measure of encouragement for stra- 
tegic reasons. It is not likely that the 
Ottawa pacts will find much favor, 
inasmuch as they have led to higher 
duties against foreign goods and no 
increase in total volume of 
trade. It may, therefore, be concluded 
that the Ottawa agreements will re- 
main until their expiration a source of 
discontent, and that the struggle for 
indirect imperialism will not be re- 
newed, no matter what the political 
fate of Great Britain. 

Moreover, it should not be a matter 
of great concern to England that her 
efforts at indirect imperialism come to 
naught. Even supposing that the do- 
minions threw off all elements of sub- 
ordination and rejected the constitu- 
tional agreements incorporated in the 
Statute of Westminster, there still 
would remain economic advantages in 
membership in the empire of such great 
that Britain would not find 
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herself shorn of her imperial splendor. 
The low interest rates which can be 
secured for public issues in the domip. 
ions through the Colonial Stocks Ag 
is a matter of no small importance, 
especially for rapidly developing coup. 
tries. The vast and peerless consular 
service would still be available to the 
dominions even under a Personal Union, 
The British flag would still cover 
dominion ships. But above all else 
the British fleet would still guard 
dominion shores and dominion trade. 
It has been suggested that the expendi- 
tures for defense might be reduced 
under a Personal Union, but it can 
hardly be supposed that Britain would 
soon relax her grip on the seas. Her 
very existence would still depend upon 
open trade routes to Crown Colonies 
and the world at large. 

A matter of far greater import to 
Great Britain will be the gradual 
waning of cultural ties between the 
dominions and the mother country as 
the stream of migration runs dry. 
The depression has brought clearly to 
light the difficulties confronting any 
further emigration to the dominions. 
The unemployed industrial workers of 
England become quickly a public bur 
den to the dominions, no matter how 
lavish the government expenditures in 
colonizing them. This being the case, 
England must rely ever more heavily 
upon such media as the radio and the 
moving pictures to keep alive the 
sentiments of common subjecthood to 
the King. The future of the British 
Empire depends on the vitality of this 
political myth and not on the indirect 
imperialism of the Ottawa Conference. 








